
This is a digital copy of a book that was preserved for generations on library shelves before it was carefully scanned by Google as part of a project 
to make the world's books discoverable online. 

It has survived long enough for the copyright to expire and the book to enter the public domain. A public domain book is one that was never subject 
to copyright or whose legal copyright term has expired. Whether a book is in the public domain may vary country to country. Public domain books 
are our gateways to the past, representing a wealth of history, culture and knowledge that's often difficult to discover. 

Marks, notations and other marginalia present in the original volume will appear in this file - a reminder of this book's long journey from the 
publisher to a library and finally to you. 

Usage guidelines 

Google is proud to partner with libraries to digitize public domain materials and make them widely accessible. Public domain books belong to the 
public and we are merely their custodians. Nevertheless, this work is expensive, so in order to keep providing this resource, we have taken steps to 
prevent abuse by commercial parties, including placing technical restrictions on automated querying. 

We also ask that you: 

+ Make non-commercial use of the files We designed Google Book Search for use by individuals, and we request that you use these files for 
personal, non-commercial purposes. 

+ Refrain from automated querying Do not send automated queries of any sort to Google's system: If you are conducting research on machine 
translation, optical character recognition or other areas where access to a large amount of text is helpful, please contact us. We encourage the 
use of public domain materials for these purposes and may be able to help. 

+ Maintain attribution The Google "watermark" you see on each file is essential for informing people about this project and helping them find 
additional materials through Google Book Search. Please do not remove it. 

+ Keep it legal Whatever your use, remember that you are responsible for ensuring that what you are doing is legal. Do not assume that just 
because we believe a book is in the public domain for users in the United States, that the work is also in the public domain for users in other 
countries. Whether a book is still in copyright varies from country to country, and we can't offer guidance on whether any specific use of 
any specific book is allowed. Please do not assume that a book's appearance in Google Book Search means it can be used in any manner 
anywhere in the world. Copyright infringement liability can be quite severe. 

About Google Book Search 

Google's mission is to organize the world's information and to make it universally accessible and useful. Google Book Search helps readers 
discover the world's books while helping authors and publishers reach new audiences. You can search through the full text of this book on the web 

at http : //books . google . com/| 



Digitized by 



Google 




Digitized by 



Google 



Digitized by 



Google 



Digitized by 



Google 



THE PRINCIPLES AND 
ARITHMETIC OF 
FOREIGN EXCHANGE 



Digitized by 



Google 



Digitized by 



Google 



THE PRINCIPLES AND 
ARITHMETIC OF 
FOREIGN EXCHANGE 



BY 

S. EVELYN THOMAS 

Associate of the Chartered Institute of Secretaries ; Fellow of the 

Royal Economic Society ; Certificated Associate of the 

Institute of Bankers; ** Beckett,** ** Charles 

Reeve" and " Gwyther" Prizeman, 

Institute of Bankers 



LONDON 

MACDONALD 6? EVANS 

29 ESSEX STREET. W.C.2 

1921 



Digitized by 



Google 






Digitized by 



Google 






PREFACE 

This book is primarily intended as an introduction to the theoretical 
and practical aspects of Foreign Exchange for the use of students 
taking the examinations of the Institute of Bankers ; but the 
Author ventures to hope that it will also prove useful to many 
who are actually engaged in that interesting branch .of commercial 
activity. 

No attempt has been made to deal with the intricacies of 
Foreign Exchange. .The Author has had before him the needs of 
beginners, who, to his own knowledge, often find a first approach 
to the subject somewhat difficult. Hence he has everywhere 
chosen the simplest language, and has not been afraid of re-iteration. 

The JV^ar has modified and continues to modify the practical 
conduct of exchange operations, but care has been taken to ensure 
that statements of fact contained in the text are correct up to 
the time of going to press. 

The Author's thanks are due, and are here accorded, to Mr. 
H. P. Sheldon and to the Publishers for advice and assistance 
in preparing the MS. for press and reading the proofs, 

September, 1921, 
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The Principles and Arithmetic 
of Foreign Exchange 

CHAPTER I 

THEORY OF THE EXCHANGES 

The reader has, no doubt, some idea of what is meant by the expres- 
sion Foreign Exchange ; but clear understanding of the significance 
of the t«rm can only come from a detailed study of the subject. 
In any case, the arithmetic incidental to exchange calculations 
cannot be successfully approached until the theory of the matter 
has been clearly grasped. For this reason, it has been thought 
advisable to treat the subject in two parts. Part I deals with the 
theory and Part II with the practical and arithmetical aspects of 
the exchanges. The student is recommended to study both parts 
concurrently, and so join theory to practice. 

How Foreign Exchange Arises. — ^Foreign Exchange arises from 
international commerce, which comprises the interchange of com- 
modities or services between peoples, or, in other words, the transfer 
of wealth in all its forms from one country to another. No country 
exists in complete isolation from the rest. Manufactuiing nations 
draw food-stuffs and raw materials from countries where they are 
economically produced, and these, in turn, depend upon the manu- 
facturing nations for clothing, machinery, and other manufactured 
goods. '' England to-day feeds herself in her factories, and Canada 
clothes herself in her fields." * British ships carry Welsh coal, ot 
Bradford cloth, or Manchester cottons, to Buenos Aires or Rio, and 
other British ships leave those ports laden with meat or cereals to 
feed the miner and the artisans of Yorkshire and Lancashire. We 
call this ceaseless interchange of goods between peoples buying and 

♦ The Economic Foundations of Reconstruction, by Alfred Milnes. 
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2 THE PRINCIfPLES' AJfp ARITHMETIC 

selling ; and buying aad ae^ihg^i^iJ rfee.to debts. But international 
debts arise in ways other than through the buying and selling of 
goods, although that is by far the chief cause. The services ren- 
dered by the British Mercantile Marine in carrying goods to 
other countries create debts which must be paid to our carrying 
companies by the country importing the goods. When a foreign 
country contracts a loan in London, say, for the purpose of purchasing' 
new railway equipment made in Leeds, the interest on the loan is 
a half-yearly debt due to London. A broker on the London Exchange, 
selling for a Paris holder, e.g. £1,000 of our 4 % Funding Tx)an, is 
instrumental in creating a debt to the extent of his contract note, 
due from London to Paris. Similarly, if he buys the same stock 
for a Paris investor, a debt arises due from Paris to London, but 
there is also a recurring debt due by London to Paris, for interest 
on the investment, so long as the stock is held in Paris. The foreign 
tourists who flock annually to this country, and cash Letters of Credit 
addressed to our bankers here, all create so many debts, small per- 
haps individually but in the aggregate amoimting to a very large 
sum, due to London from the countries of their domicile. So, too, 
the British tourist, changing a £50 note of the Bank lof England in 
Rome to pay for a month's tour in Italy, creates to that extent a 
debt due from London to the Italian money-changer. Thus in these, 
and in manyother ways which will be explained hereafter, the countries 
of the world are continually incurring debts one to the other, and 
it is the discharge of these debts which brings into play what are 
compendiously called the Foreign Exchanges. 

But just as the practical wisdom of generations of bankers has 
evolved the Bankers' Clearing House, where the enormous mass 
of claims which each bank has to present daily to the others are 
all brought together and discharged by a process of set off, so, in 
the larger sphere of international commerce, the financial centres 
of the different countries may be likened t:> clearing houses where 
the claims of one country against the others are similarly adjusted. 

The Settlement of International Debts.— The settlement of the 
debts which thus arise must be effected in a way satisfactory to both 
debtor and creditor. The obvious, but far from the simplest, way 
to do this would be for the debtor to transfer to his creditor an 
amount in gold equal to the amount of the debt ; and, in fact, that 
was the method employed in the early days of international tr^de. 
Gold being a universally recognised medium of exchange and standard 
of value, every creditor would be perfectly satisfied with this mode 
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OF FOREIGN EXCHANGE 8 

of settlement. But there are grave drawbacks to the use of gold 
for this purpose, the chief of which are : — 

(a) The transmission of gold is troublesome, expensive, and 
attended by great risk. Even its national use as an ex- 
change medium involves heavy loss through abrasion ; and 
to transfer it from place to place, in the masses and with 
the frequency that modem commerce demands, would 
constitute an intolerable economic loss. 

(h) The total amount of gold in existence is not nearly enough 
to cover all transactions. 

(c) Gold is required for other important purposes, e.g. for in- 
ternal currency (though that use is now almost in abeyance) 
and for use in the arts. 

(rf) It is patent that commerce could never be carried on to any- 
thing like the present extent if each international debt 
had to be settled independently of all the rest by payment 
in gold. The commercial methods of the early Middle Age 
are impossible to-day. 

Banking and Instruments of Credit.— The development of bank- 
ing throughout the world, and the universal use of credit instruments 
which represent gold and do duty for the actual metal, have pro- 
vided a more excellent way of settling debts than by payment in 
actual gold. Tlie goldsmith, with his scales and his acids for testing, 
has been superseded by the banker and the bill broker, who, though 
all their dealings are still conducted on the basis of payment in gold 
— ^at least in countries that have adopted gold as their standard of 
value — ^now buy and sell these paper evidences of debts and obli- 
gations to pay money. 

Use of the Credit Instrument Exemplified.— An Exchange in com- 
merce occurs when a debtor pays his creditor, not directly, but by 
transferring to him money owed to the debtor by a third party, e.g. 
A owes B £100, and W owes £100 to A. If, on A's instructions, 
W pays B, then both A's debt and W's debt are settled by that one 
payment. If now we suppose that A Jives in London and B and 
W in New York, the inconvenience of A sending gold to New York 
at the same time that W is sending gold to London has been 
avoided. In place of the two gold shipments, all that has passed 
between London and New York is a document, worded according 
to established form, signed by A directing W to pay B, instead of 
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4 THE PRINCIPLES AND ARITHMETIC 

himself. Such a document, termed a Bill of Exchange, is illustrated 
below. 




flOO 0. London, 1st October, 19.. 

Three months after date of this First of Exchange 
(Second of the same tenor and date unpaid) Pay 
to the order of Mr. Bamaby Brace the sum of One 
Hundred Pounds, value received. 

Anthony Arnold. 
To Mb. Walter Winans, 
56 Fifth Avenue, 

New York. 



Negotiable Instruments. — A bill of exchange is the commonest 
type of that most important but limited class of documents known 
to the law merchant as Negotiable Instruments. But for the 
evolution of this class of instrument, it is difficult to see how com- 
merce could ever have reached its present huge dimensions. 
" A Negotiable Instrument is a document containing a contract, to 
the ownership of which document are attached all rights under 
the contract. Whoever is in bona fide possession of such a docu- 
ment is presumed to be the lawful owner of it, and therefore entitled 
to enforce all rights under the contract. The document, and with 
it all rights under it, is transferred either by mere delivery, or by 
delivery accompanied by indorsement, and the person who in good 
faith takes it, takes it free from any rights which might be enforced 
against the person from whom he takes it, and free from any 
defect in the title of such person " (Disney, Elements of Commercial 
Law, p. 126). 

From this admirable definition, it is clear that a negotiable 
instrument is an exception to the general rule of law that one 
party to a contract can only assign his rights under the contract 
to a third person, -subject to any existing rights against him which 
the other party to the contract may have. 

A bill of exchange is also known as a credit document, or 
instrument of credit, and it may pass from hand to hand, and be 
bought and sold in the same way as any other commodity, until 
it reaches maturity, i.e. until it is due for payment. 

The bill previously illustrated, if it proved to be in order, would 
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OF FOREIGN EXCHANGE 5 

be accepted by the drawee or uddressee, Walter Winans of New 
York, and in due course be paid by him. Bills of exchange, even 
when they are signed only by the drawers, provided they be persons 
known to be of good repute financially, but more so when accepted 
by the drawees, and, it may be, indorsed by one or more transferees, 
are always worth something approaching the values for which they 
are expressed, and as they have a ready sale in the market, they 
provide a most convenient means of settling international debts. 

Banks, Discount HoiaeSy and Bill Broken. — ^In the example 
already given, we assumed that Arnold had in New York a creditor 
and a debtor for equal amounts, but in actual business that would 
rarely occur. Arnold may be owed £100 by some one in New York 
but if he did not himself owe £100 in New York, it would be trouble- 
some to hunt up some one in London who did. Arnold therefore 
makes use of the services of one of the London bankers, discount 
houses, or brokers, whose business it is to buy and sell bills. He 
draws his bill on his debtor Winans, sells it to one of these dealers 
at the market rate, and, so far as he is concerned, the matter is at 
an end, except that, as a party to the bill, he remains liable for the 
amount until it is paid. But it still remains for the banker, dis- 
count house, or broker to reimburse himself for what he paid for 
the bill ; and it is easy to imderstand how he does this, if we bear 
in mind that he is in possession of a document, which, when it lA 
accepted by Winans, entitles him to payment of £100 in New York, 
or, should the bill be dishonoured, to £100 from Arnold in London. 
The buyer may send the bill to his agent in New York to be collected 
when due, or he may himself sell the bill to an English merchant 
who has to pay £100 in New York. Bankers and others, whose 
function it is to buy and sell these documents, are better able to 
dispose of them than any merchant, for the simple reason that 
debtors and creditors continually resort to them, either to buy or 
to sell bills. 

British banks, and in fact the banks of all commercial nations, 
have branches, agents, or correspondents in the large towns through- 
out the world, and can therefore easily collect bills through these 
branches. The proceeds of the bills are placed to their credit, 
and it is often more convenient for a London banker to have funds 
at his disposal, say, in New York than in London itself. A balance 
in the hands of his New York agent enables the London banker 
to draw and sell bills on New York to his customers, whenever he 
is asked for them. But he could of course do this even without 
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6 THE PRINCIPLES AND ARITHMETIC 

having an actual balance to his credit in New York, the matter 
being adjusted in the Account Current between him and his agent. 
As with New York, so also with the other financial centres of the 
world. 

It is clear then that British merchants have no difficulty either in 
selling or in buying foreign bills. And what is true for traders in this 
country is true also for the foreign merchants, as banking fcicilities 
are available for all. Banks and financial houses specialising in 
this business, naturally for their own protection make themselves 
familiar with the financial standing of the drawers, acceptors, and 
indorsers of bills, and provided there is no ground for suspicion, 
readily take the bills offered to them. Owing to the world-wide ramifi- 
cations of British commerce, London banks are consequently in a 
position to sell bills drawn on almost any place in the world against 
the proceeds of those they have bought. There is thus no necessity 
for an English merchant who has to pay money, say, in Monte 
Video to seek out another English merchant who has to receive 
money from Monte Video, in order to effect " an exchange " of 
his debt. The remitter may obtain either a ready-made trade bill, 
or have one specially drawn by his bankers to meet his particular 
requirements. A bank bill has an advantage in the market over 
a trade bill, because of the unimpeachable standing of the drawers ; 
but a good trade bill obtained from a reliable source is quite safe, 
since, as well as the drawer's signature, it will bear also the 
signatures of any others who may have become parties to the 
bill. 

Merchants therefore confine their attention to the purchase 
and sale of goods, and pay the bankers, brokers, discount and 
accepting houses to imdertake the actual work of providing an 
international currency, with which to discharge their foreign 
obligations. 

Other Forms of Remittance.— Although the various forms of 
bills of exchange are by far the most important credit instruments 
used for international payments, it should be added that remittances 
can be made, and indebtedness thereby cancelled, by means of 
other forms of debt such as coupons, foreign bonds, scrip certificates, 
and so forth. If, for example, bills of exchange on Paris are not 
available, a remittance to that city can be equally well made in 
the form of coupons of French Rentes, and generally any standard 
securities of a foreign country may be utilised for the purpose of 
settling debts due to that country. Dividend warrants and coupons 
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OF FOREIGN EXCHANGE 7 

of the leading American railways are frequently remitted to America 
in settlement of debts due for payment there, and large remittances 
of the bonds of Japanese loans are periodically despatched from 
London to the Far East, since, being Government securities, they 
are as readily acceptable for encashment by a banker as a bill of 
exchange. The bill is, however, pre-eminent as a means of settling 
debts which arise from trade, and the use of the other forms of 
remittance is more or less confined to settlements between bankers 
and other financial concerns. 

The Expression ^^ Foreign Exchange."— We can therefore say 
that the expression ^' foreign exchange " connotes all those opera- 
tions and transactions involved in the settlement of international 
indebtedness by means of credit instruments. Each credit instru- 
ment represents a debt, and can be bought and sold like any other 
marketable commodity, being subject to the same fluctuations 
in price for exactly the same reasons. As a choice tea commands 
a better price in the market than an inferior tea, so, also, a bill 
drawn, or acce'pted, or indorsed by a large bank commands a better 
price than one to which the signatures are those of inconspicuous 
merchants. Spot tin is quoted at a higher price than future tin ; 
so, too, a bill of exchange for £100 expressed to be payable on 
demand commands a higher price than one for £100 expressed to 
be payable three months hence. If the market is glutted with fruit, 
the price of fruit falls, but if the supply is short the price rises. 
Similarly, the price of bills in a particular market falls if more are 
offered than are required, and rises if the demand outstrips the 
supply. 
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CHAPTER II 

FOREIGN EXCHANGE MARKETS 

Just as there are markets for the purchase and sale of the raw 
materials of commerce, so, also, in the financial centres of the 
world there are markets-, called " Exchanges," where bills are 
bought and sold. In London, a special market for bills used to 
be held at the Royal Exchange on Tuesdays and Thursdays, but 
in most other centres the markets have always been held daily. 
Bankers and brokers with bills to sell, or desirous of buying bills, 
have been long accustomed to meet at these places to transact busi- 
ness, and, when it is over, issue lists giving the prices at which 
business has been done. These lists are still issued, but the local 
market is falling into desuetude. Nowadays, all the large banks, bill 
brokers, discount and accepting houses are in constant touch with one 
another and the world through the extension of the telephone a;nd 
telegraph, and bargains are directly struck between them without 
the inconvenience of occasional attendance at a customary centre. 
Further, it must be remarked that the bill of exchange itself, 
as a means of. settling international indebtedness, is fast being 
superseded by telegraphic transfers and cable remittances, as will 
be explained later. Most of the Foreign Exchange business of this 
country now passes through the hands of the great London bankers, 
who are ready at any time to make remittances to, and arrange 
for the transfer of funds from, any place in the world. Local 
Foreign Exchange markets are therefore becoming things of the 
past, and that held in London at the Royal Exchange came to 
an end in January 1921. 

Foreign Exchange Quotations.— In London, a bi-weekly list 
known as the Course of Exchange was issued after the bill market 
had closed, and appeared in the newspapers on the following 
morning. The foreign lists were issued daily, the foreign prices 
for bills on London being cabled to London, and published in the 
morning papers next day under the heading Foreign Exchanges. 
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THE PRINCIPLES OP FOREIGN EXCHANGE 9 

Both these tables are now (1921) superseded in the more important 
financial papers by the lists of quotations obtained from London 
bankers, showing the rates of exchange at which remittances were 
made to the principal centres in the world on the day prior to 
publication. The publication of two lists, one for London rates 
and one for foreign quotations, is now unnecessary, for with the 
increasing use of the cable, telephone, and telegraph for making 
international remittances, the rates of exchange quoted by each 
of two centres on the other are adjusted almost hour by hour, and 
tend to approximate very closelyy any variations in the rates ruling 
on. the two markets at the same time immediately giving rise to 
arbitrage operations, which have the effect of levelling the diflEerence. 
As we shall see later, interest and relative credit do not affect the 
price for cable remittances, so that the list of rates quoted in London 
on places abroad is practically identical with that giving the 
quotations of foreign centres on London, which still appears every 
morning in some newspapers. These lists are more fully considered 
in Chapter VI, but it may be pointed out here that the term Foreign 
Exdiang€8 is used in several senses. In this connection it simply 
meai\s the prices at which dealings in exchange took place on the 
day prior to publication, or, in other words, the rates at which foreign 
bills were bought and sold in the centres named, and the lists 
would be more correctly headed Raiea of Exchange. 

Utility ol the Exchanges. — Enough has been said to show 
the enormous economy resulting from the use of bills of 
exchange for the settlement of debts between the nationals of 
one country and the nationals of another, by simply transferring, 
through the medium of a class of persons skilled in matters of 
Foreign Exchange, the claims and obligations expressed by these 
documents. Bills drawn by the export merchants of country A 
to obtain payment for their exports to the import merchants 
of country B are sold to banks or brokers, and are re-sold 
by them to the import merchants of country A to pay for their 
imports from the export merchants of country B. Creditors for 
exports transfer their claims to debtors for imports, thus illus- 
trating the great basic principle of all trade, viz. that goods and 
services pay for goods and services ; exports pay for imports. 
Grold is used in international trade only to settle differences or 
balances in account, and then only when payment in gold is un- 
avmdable, as it was, e.g., in the early days of the Great War when, 
owing to Great Britain's enormous purchases of food and material 
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10 THE PRINCIPLES AND ARITHMETIC 

from the U.S.A., a very large adverse balance of trade was created 
in favour of the States, which at the time could be liquidated only 
by payment in gold. Gold cannot be used for payment indefinitely, 
as the supply is strictly limited and is required for other purposes. 
A country which is always on balance debtor to the countries with 
which it trades is a country living on credit, and must come, 
eventually, to national bankruptcy. 

Trade is Still, in Essence, Barter, — For trade, whether internal 
or external, is still in essence the original act of barter. All that 
gold, or any other medium of exchange and measure of value, 
has done is to simplify the bartering. It is easier to take in ex- 
change for an article a sovereign, or a treasury note representing 
a sovereign, and then, perhaps weeks hence, to exchange the 
sovereign or the treasury note for some other article you need, 
than it is directly to exchange the one article for the other. 
Similarly it is easier to exchange a cargo of wheat for its equivalent 
value in machinery by means of a bill of exchange expressing that 
value in terms not of machinery but of gold. Gold is a store of 
value, not, it is true, as stable as we could wish, but more stable 
than most materials, and we can either keep our wealth in that 
form or at any time exchange it for an equivalent value in any 
other form of wealth. As we have already remarked, all trade 
(at least in gold standard countries) is based upon value expressed 
in gold, and is conducted on the basis that, if desired, the gold 
will be forthcoming. But no one except a miser desires to store 
up mere gold. Gold has a limited value in itself for use in the 
arts and for personal adornment, but its real: value is the food, 
clothing, houses, and all the utilitarian, physical, aesthetic, in- 
tellectual, and moral good for which it can be exchanged. 

Two Ways of Settling International Debts. — When a merchant 
in one country exports goods to a merchant in another, the debt 
arising from the transaction can be settled in one of two chief 
ways, viz. as follows : — 

(a) The Debtor may be left to buy a bill drawn upon some one 
in the creditor's country and remit it to the creditor, 
leaving the latter to present the bill to, and obtain pay- 
ment from the drawee ; or 

(6) The Creditor may himself draw a bill of exchange on his 
foreign debtot, and sell the bill to a local banker or broker.. 
In due course the bill will be presented to, and paid by, 
the foreign debtor. 



Digitized by 



Google 



OF FOREIGN EXCHANGE 11 

Both transactions have the same effect ; the creditor receiving 
and the debtor paying the amount owing, and in both cases the 
bill of exchange by which the settlement is effected may pass 
through several hands before it is finally discharged. 

One Country only need Draw. — It is apparent, if we visualise 
the foreign merchants of two countries in two aggregates, that 
because the bills drawn by the creditors of A upon their debtors 
in B can be purchased and remitted by the debtors of A to pay 
their creditors in B, only one of the countries need draw upon 
the other. In practice both countries draw, but, in the case of 
Great Britain, the bills drawn by London are vastly outnumbered 
by the bills drawn on London. Not only is our own foreign trade 
in the greater part settled by bills drawn on London, but much 
of the foreign trade of other countries is financed in the same 
way. This fact is of very great importance, for, since the price 
of a bill on London is fixed by the seller, i.e. the person who 
draws, or negotiates the bill, and the price of a bill is o^ly 
another name for the rate of exchange, it follows that the rates of 
exchange on London are controlled from abroad. Other important 
results ensue. The British exporter has become accustomed to 
expect in settlement a bill drawn on and payable in London in 
sterling, and the British importer expects to be drawn upon in 
sterling. Neither the London exporter nor the importer troubles 
much about the rate of exchange. Their contract is to receive or 
to pay so much sterling. It is otherwise with the foreign trader 
who has to sell or buy a bill on London. Variations in the rate 
of exchange are of great concern to him since they affect the 
amount which he receives or pays for his bills, and if he is 
able to make a good bargain when buying or selling bills he 
reaps the benefit of it. 

This arrangement is satisfactory to both parties. It suits : — 

(a) The British Merchant, because : — 

(1) He is to a great extent rid of the trouble of buying 

or selling bills. 

(2) He avoids having to quote prices, draw up invoices 

and issue catalogues in foreign money, although as 
a matter of fact it would conduce to a great exten- 
sion of this country's foreign trade if our merchants 
were more generally to adopt that practice, as no 
doubt they will do in the near future. 
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(3) If he is a seller, he quotes and charges in sterling 

and expects to get the sterling amount, neither more 
nor less, for his goods. 

(4) If he is a buyer, he contracts for goods at a price 

in sterling and pays that and no more. 
(6) If he draws a bill, he has frequently only his own 
customer to rely upon for payment, whereas when 
a bill on London is remitted to him, its due payment 
is guaranteed by the drawer and by successive 
indorsers who have negotiated the bill. 

(6) The Foreign Merchant, because : — 

(1) He has usually made a study of the exchanges and 

is well content to accept the chance of snatching 
an additional profit on the transaction arising from 
a change in his favour of the rate of exchange. 
Contracting to sell or to buy at a stated price, he may 
find that, when it comes to receiving payment, or 
to paying for the goods, he can secure an additional 
advantage because the exchange on London has 
moved in his favour. 

(2) If he is an exporter, he draws and sells his bill as 

soon as the goods are shipped, and so quickly 
recovers the capital invested in the goods, otherwise 
he would have to wait for a remittance from London 
following actual receipt of the goods in this country. 

(3) If he is an importer, he prefers to buy and remit a 

bill on London, for the price he has to pay fcHP the 
bill depends upon his own success at bargaining, 
whereas the price of a bill drawn on him by his 
English creditor would be fixed by a London banker 
or broker, as will be shown later. 

(4) The foreign merchant, wherever his domicile, is always 

sure of selling a bi]l on London at a good price, 
and per contra a bill on London can be bought in 
all centres of commerce. London bills, so great is 
the demand for them, are saleable at all times and 
in all places. They are used to settle not only 
those debts which arise from the foreign trade in 
which this country is directly implicated either as 
exporter or importer, but also a multitude of debts 
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between foreign nations in which London figures 
merely as a financing agent, exacting a commission 
for its services in that capacity. London bills are 
a kind of international currency freely negotiable 
throughout the world. Thus a German merchant 
may import goods, say, from San Francisco, and 
pay the American exporter by a bill drawn upon 
a London bank or firm. The Chinese merchant may 
sell tea to France and stipulate in the contract of 
sale for payment by a bill on London. London 
bankers, accepting houses, and large British merchant 
firms, by accepting bills drawn on them for foreign 
account, make themselves liable for huge sums in 
the aggregate, and annually earn very large re- 
muneration by way of commission, which helps to 
lessen the apparent adverse balance between the'value 
of our annual imports and of our annual exports, 
as disclosed by the Board of Trade returns. This 
sort of business may be transacted against balances 
held in this country by the foreign drawers of bills, 
when it is then a matter of account between the 
drawers and acceptors, but the typical transaction 
' of this kind is where the accommodation is afforded 
under a Letter of Credit, the banker's or accepting 
house's security being the documents rjelating to 
the shipment to cover which the bill is drawn. 

London's Pre-eminence. — London has therefore become the chief 
settling place of international indebtedness. It is the leading 
centre of the world's exchanges, of banking and finance generally, 
and so to a great extent the world's commercial clearing house. 
London's pre-eminence in these respects is due to the following 
causes : — 

(1) For two centuries British manufacturers and merchants 
have led the world in industry and foreign trade, and 
the greater part of the products of the world's industry 
has been transported in British ships. Great Britain has 
been the great coloniser of the world, and wherever her 
sons have penetrated British trade has followed. The 
world-wide extension of British commerce creates every- 
where a demand for bills on London. 



Digitized by 



Google 



14 THE PRINCIPLES AND ARITHMETIC 

(2) England, more through a happy accident than from settled 

policy, was. the first country in the world to adopt the 
gold standard, and on the whole, the adoption of the 
gold standard has given her that great precondition of 
all industry, viz. a stable currency. Every commercial 
transaction to the amount of £2 or over is based upon 
the legal right of the creditor to demand gold in payment. 
A foreign merchant who has a bill of exchange drawn 
upon London knows that in normal times it is payable 
in gold, and that if he demands gold he is sure of 
getting it. 

(3) London is normally the greatest free market for gold in 

the world. In France, Germany, and other countries, 
which have followed this country's lead and adopted 
the gold standard, difficulties are usually placed in the 
way of obtaining gold for export in quantity. A French- 
man in London with a bill of exchange on a London 
banker can present it to the drawee, take payment in 
Bank of England notes, and present the notes to the 
Bank which, by law, is bound to exchange them for 
gold on demand. But although a Frenchman or German 
may present notes at the Bank of France or the Reichs- 
bank, he may not always expect to receive for them the 
equivalent in gold. 

(4) British firms, accepting houses, and banks have a world- 

wide reputation for prudence, sagacity, and integrity. 
Bills bearing the names of well-known English firms are 
freely accepted throughout the world, and still more true 
is this of bills bearing the signatures of our bankers, 
accepting houses, and brokers. 

(5) The enormous extent of our commerce and loans to foreign 

nations has given us large pecuniary interests in every 
country, and has made the United Kingdom the creditor 
of the world. Although the war has adversely affected 
our position in this respect, a half-century of peaceful 
enterprise will probably restore it to the full. 

(6) The fortunate geographical position of the British Islands 

relative to the land masses of the earth ; the stability 
of our Government, and the respect for duly constituted 
authority usually characteristic of our people ; the 
efficiency of our banking system ; and the general reputa- 
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tion enjoyed by persons of British blood for reasonableness 
and fair-minded dealing have all, in their degree, con- 
tributed to consolidate the position won for London by 
the enterprise of our manufacturers, the technical aptitude 
of our artisans, and the sound quality of the products 
of their joint co-operation. 

As a pendant, however, to this somewhat roseate view of 
London's place in the world of commerce, it is necessary to state 
that her supremacy is now being seriously challenged by New 
York. The stress of five years of warfare, during which the economic 
resources of this country were strained almost to breaking point, 
has placed her at a serious disadvantage compared with the United 
States, whose participation in the war, though effective, came only 
towards the end. The actual positi6n of London will be fully 
considered in a later chapter. But the opinion may be hazarded 
here that given freedom from further war, industrial peace at home, 
and the cordial co-operation of employer and employed, there is 
no reason to suppose that the pound sterling will be ousted by the 
dollar in the exchange markets of the world. 

A New York banker of position, commenting upon the large 
stocks of gold now held by the United States, says : — 

"It is well enough to say that America is the only free-gold 
market in the world, and that exchange drawn in dollars is the 
only exchange that can in fact be collected in gold. That is the 
theory, and if practical results always followed theoretical principles 
everjrthing would be lovely, but the practical results which are 
actually occurring are that traders everywhere consider first , the 
case of disposing of whatever exchange or other forms of credit 
that come into their hands, and seldom or never consider the more 
or less academic question of final payment in gold. They know 
that sterling bills always can find a market and of all world cur- 
rencies sterling moves freest and quickest. To make dollar exchange 
the peer of sterling exchange in carrying on the world's business 
requires first of all the establishment of an open discount market 
in New York with large enough facilities to instantly absorb any 
amount of paper that may be offered. The first step in the estab- 
lishment of such a market will have to be the removal of the restric- 
tions which now bar foreign banks from operating in a broad way 
in the New York market, or of establishing branches here. What 
is now needed is to quickly set about the task of rebuilding worjd 
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confidence in dollar credits and to make the facilities for handling 
and disposing of them as readily available as would be true in the 
case of sterling." 

The Term " Sterling.'' — Of the term sterling it may not be out 
of place to remark that its connotation has extended from the 
actual coined sovereign to which it was originally restricted. It 
is used abroad to denote any bill payable in London, so widespread 
is the belief that a bill on London is as good as gold. 
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CHAPTER III 

BILLS OF ^EXCHANGE 

As the bill of exchange plays such an important part in the settle- 
ment of international debts, it is necessary to consider that instru- 
ment somewhat more fully. 

Definition. — As defined by the BiUs of Exchange Act, 1882, a 
bill of exchange is "an unconditional order in writing, addressed 
by one person to another, signed by the person giving it, requiring 
the person to whom it is addressed to pay on demand, or at a fixed 
or determinable future time, a sum certain in money to or to the 
order of a specified person or to bearer." 

Every word in this definition must be complied with in order 
to constitute the document a valid bill of exchange. Thus a 
document which is not signed by the drawer, or in which the drawee 
or, if not payable to bearer, the payee, is not indicated with reason- 
able certainty, or which orders anything to be done except the 
payment of money, or which makes payment contingent upon the 
happening of an event which is not certain to happen, or which 
leaves the actual sum to be paid open to doubt, or which 
orders the money to be paid out of a particular fund, i^ not 
a valid bill of exchange. The reason for this, says Story in his 
work on Bills, is " that it would greatly perplex the commercial 
transactions of mankind, and diminish and narrow their credit 
and negotiability, if paper securities of this kind were issued out 
into the world encumbered with conditions, and if the persons to 
whom they were offered in negotiation were obliged to inquire 
when these uncertain events would be reduced to a certainty. And 
therefore the- general rule is that a bill of exchange always implies 
a personal general credit not limited or applicable to particular 
circumstances and events which cannot be known to the holder 
in the general course of its negotiation." 

A document satisfying the requirements as defined above, so 
as to constitute it a valid bill of exchange, conveys to a person 

8 " 
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who takes it in good faith and for value a legally enforceable 
claim against the person from whom he takes it (provided, of 
course, that the transferor has indorsed the bill ; and a trans- 
feree would always insist on this) and against all other parties 
to the biU. 

In practice bills of exchange, particularly foreign bills, are 
rarely exactly similar in form to the example already given on 
page 4. As a matter of fact, no precise form is legally necessary, 
though commercial practice has reduced the forms to certain well- 
defined classes. Bills are frequently drawn payable in currencies 
other than sterling ; the time of payment varies ; references are 
frequently made on the bill to : — 

(a) The particular accoimt to be debited with the payment, 

or 

(b) To the fact that the documents attached to it are to be 

surrendered only on the bill being either accepted or 
paid as the case may be, or 

(c) That the bill is to be paid either with interest, or at an 

indicated or determinable rate of exchange. 

None of these additions vary the effect of the bill so as to make 
it a conditional document. The order to pay must always be 
unconditional. 

An Inland Bill is a bill both drawn and payable within the 
British Islands or one which is drawn within the British Islands 
upon some person resident therein. Any other bill is a 
Foreign BiU. 

The following, in addition to the simple form of a foreign bill 
already given, illustrate the usual commercial forms of bills of 
exchange. 

1. Inland BiU. 

£276 0. London, November 3, 1920. 

Two months after date, pay to John Jones or order, 
two hundred and seventy-five pounds for value 
received, and charge to account as advised. 

Thomas Robinson. 
To Mb. Arnold Jenkins, 

1, Long Acre, E.C. 
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2. Inland Bill. 

No. 73. 

£306 17 2. Newcastle, November 22, 1920. 

Three days after sight, pay to myself or order, three 
hundred and six pounds, seventeen shillings and 
two pence, for value received. 




R. Smith. 



To Messrs. Jones and Hill, 

1, Newry Road, Belfast. 



3. Foreign Bill. 

Commercial. 




No. 735. 

Fes. 7205.50. Manchester, May 10, 1920. 

Fourteen days after date, pay this bill of exchange 
to our order, the sum of seven thousand two 
hundred and five francs, fifty centimes, value 
received, which place to account as per advice. 

A. Butler. 
To Messrs. Albert Freres, 

Lyons. 

■ " 

4. Foreign Bill. 
Commercial Long Bill drawn against a Shipment. 

£970 0. New York, January 17, 1920. 

Sixty days after sight of this First of Exchange " 
(Second and Third of the same tenor and date 
unpaid), pay to the order of the First National 
Bank, New York, nine hundred and seventy pounds 
sterling for value received, and charge same to the 
account of 100 bales of cotton per S.S. " Adriatic." 

Anthony Tims and Son. 
To Lloyds Bank, Ltd., 
London. 
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5. Fareign Bill. 

Bankers* Long Bill. 

No. 619. 

£360 10 0. Reichsbank, Beblin, 

January 17, 1920. 

Ninety days after sight of this our First of Exchange 
(Second and Third of same tenor and date being 
unpaid), pay to the order of Messrs. Jacobs and 
Company, the sum of three hundred and sixty 
pounds, ten shillings sterling, value received, which 
place to account of this Bank as advised. 

Oswald Schmidt, Manager. 
• To Messbs. Coutts and Co., 
London. 

6. Foreign Bankers' Sight or Demand Draft. 

First National Bank of New York. 

$6,000. London, Ma/y 20, 1920. 

On demand, please pay to Messrs. Robins and Park 
or order the sum of six thousand dollars. 

Abbam Lincoln, Manager. 

To the FiBST National Bank of New Yobk, 
New Yobk, U.S.A. 

7. Foreign Bill. 
Payable Exchange as peb Indobsemeni. 

£965 d 0. Livebpool, May 27, 1920. 

Ninety days after sight of this First of Exchange 
(Second and Third of same tenor and date unpaid), 
pay to myself or order the sum of nine hundred and 
sixty-five pounds for value received, exchange as 
per indorsement, and place to account as per advice. 

Albebt Robabts. 
To Messbs. Mabk, Bbuce and Co., 
Rio DE Janeibo. 
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8. Fareign BOl. 

DoCtJMBNTS AGAIKST ACCBWANCE WITH INTEREST CLAUSE. 

Exchange for £1,000. London, June 30, 1920. 

Ninety days after sight, pay this First of Exchange 
(Second and Third of the same tenor and date 
unpaid) to the order of Lloyds Bank, Ltd., London, 
the sum of one thousand pounds sterHng, payable 
at the National Bank of India's drawing rate for 
sight drafts on London on the date of payment, with interest from 
the date hereof to the approximate due date of the arrival of the 
remittance in London, value received. Documents to be surrendered 
against acceptance. 




A. Marks, Ltd. 



To Messrs. Royd and Richards, 
Calcutta. 

In need with A. Richards and Co., 
for honour of drawers. 




9. Foreign BUI. 

Documents to be Surrendered on Payment. 

$670. Nottingham, October 22, 1920. 

Ninety days after sight of this our First of Exchange 
(Second and Third of same tenor and date unpaid), 
pay to our order five hundred and seventy 
dollars, value received, and place to account 
as advised. Shipping documents attached to be 
surrendered on payment. 

A. Robinson and Co. 
To Abel Boyd, Esq., 
Shanghai. 



Parties to a Bill ; Acceptanee. — ^The person who draws and 
signs a bill is called the drawer, the person to whom it is addressed 
is the drawee, and the person to whom the bill is expressed to be 
payable is the payee. Thus primarily there are three parties to 
every bill of exchange, but very frequently the drawer and the 
payee are the same person, i.e. the drawer draws the bill payable 
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to his own order. If the drawee agrees to obey the order, i.e. to 
pay the bill, he signifies* his consent to the order by writing his 
name across the face of the bill. This is called ^' accepting " the 
bill, and the bill, which before acceptance is frequently referred 
to as a " draft," is then called an " acceptance." Usually, the 
drawer adds the word " accepted " to his signature, but the sig- 
nature is the vital thing. When the bill is drawn payable " after 
sight," it is necessary for the acceptor to add the date of presenta- 
tion of the bill, since it is from that date that its maturity is 
fixed. It is customary when accepting a bill to add the name and 
address of the banker who will pay it at maturity. This is called 
" domiciling " a bill. Thus the acceptance of a bill drawn payable 
after sight would, in practice, run as follows : — 

Accepted July 15, la. . 
Payable at Lloyds Bank, Ltd. 

71 Lombard St., E.G. 3. 
Rutter, Jones, Foulkbs and Co. 

Indorsement. — If the drawer sells the bill, or, as we say, transfers 
it for value, he evidences the fact of the transfer by writing his 
name on the back of the bill. This is called " indorsing " the bill. 
Indorsement is necessary in all cases, except when the bill is payable 
to bearer, and then no indorsement is required, the document 
passing by mere delivery. Similarly, any holder who transfers 
an order bill must indorse it. Each indorser, i.e. transferor by 
indorsement, is liable should the bill be dishonoured for its full 
amount to all indorsers subsequent to himself, unless he expressly 
excludes himself from liability by adding after his signature the 
words sans recours, or without recourse to me, or unless he indorses 
purely as agent, and the form of his indorsement clearly shows 
that he is indorsing as the agent for another, and not as a principal. 
The acceptor of a bill is the person primarily liable, then the drawer, 
then each indorser in the order in which he indorsed. Thus the final 
holder of a bill may very well have quite a number of different 
guarantees that the bill will be paid, as the security of the instru- 
ment increases with the number of signatures thereon. Indeed, 
so numerous sometimes are the indorsements that the back of the 
bill is insufficient to accommodate them, and a slip of paper, called 
an " allonge," has to be attached to the bill itself to provide 
additional space for them. 

Usance* — A perusal of the specimens given above will show that 
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the " tenor " of bills, i.e. the tiine within which they are payable, 
is variable, bills may be drawn payable at sight, or on demand, 
or within a few days of sight or date, or at quite long intervals 
after sight or date. There is no general rule, legal or otherwise, 
for fixing these periods, but as between certain countries it has 
long been the custom to draw bills payable at one or more usances. 
By usance is meant customary time, that is, the time of payment 
as fixed by custom, having regard to the place where the bill is 
drawn and the place where it is payable. In some lists of exchange 
rates, a column headed '"usance" specifies the most usual form 
of remittance between the two centres, and the exchange rate 
quoted refers only to this form, although in practice others may 
be used (cf. the list on p. 50). For example, bills between 
London and New York are usually drawn at sixty days' sight, that 
being the usance between the two centres. The practice is, how- 
ever, fast dying out, particularly with bills on continental countries, 
but if, as sometimes happens, no time is specified in the bill, the 
period of usance is reckoned. Bills may be drawn at two or more 
usances or at less than one usance, and are then marked " double " 
or " half -usance " as the case may be. For example, if the usance 
between London and Rotterdam is one month, a bill drawn in 
the latter place bn l&t June, made payable at double usancey falls 
due on the 4th August. The student need not, however, give 
overmuch attention to this matter. 

Days ol Grace. — In the British Isles, on all bills other than those 
drawn payable on demand, at sight, or which are overdue, three days 
of grace beyond the time of payment mentioned in the bill are 
allowed before a bill becomes legally due for payment. No grace 
is allowed on Bank Post Bills issued by the Bank of England. Bills 
falling due on a Bank Holiday are payable on the day after, but 
bills due on a Sunday, Christmas Day, or Good Friday are payable 
on the preceding business day. If a bill falls due on a Sunday, 
and the following dsiy is a Bank Holiday, the bill is payable on 
the succeeding business day. 

Oalcuhtting Date of Payment. — In calculating the due date of a 
bill, calendar months are reckoned and no allowance is made for 
lacking days. For example, a bill dated 31st January at one 
month is payable on the third day after the 28th February, i.e. on 
the 3rd March, whereas a similar bill dated 29th February in a 
leap year is payable on the 1st of April. 

Stamp Duties. — The laws of all countries require stamp duty to 
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be paid on bills of exchange drawn or negotiated within them. 
Foreign bills usually bear adhesive stamps, inland bills must 
generally be drawn on impressed stamp paper. The duties vary 
considerablj'^ in different countries, according to the nature of the 
bill and the time for which it is drawn. Bills on demand bear 
a small stamp, whereas those for long periods require ad valorem 
duties on the amount for which they are drawn. 

Foreign drawn bills negotiated in this country must have 
special adhesive stamps affixed to them by the person who first 
negotiates them, but inland bills, with some exceptions noted 
hereunder, require to be drawn on paper impressed with the 
appropriate stamp as follows : — 

Bill of exchange payable on demand, or at sight, or on 
presentation, or within three days after date or sight 

for any amount . 2d. 

Note. — The above may be either impressed or adhesive. 

Bill of Exchange of any other Kind except a Bank Note. 

For an amount not exceeding £10 . . . 2d. 

Exceeding £10 but not „ £25 . . . 3d. 

£25 „ „ £50 . . . 6d. 

£50 „ „ £75 . . . 9d. 

£75 „ „ £100 . . . Is. 

Every additional £100 or fractional part thereof Is. 
Note. — The above must be impressed. 

The duty payable on a bill of exchange drawn and expressed 
to be payable out of the United Kingdom, when actually paid or 
indorsed or in any manner negotiated in the United Kingdom is 
as follows : — 

Where the bill exceeds £50 but does not exceed £100 6d. 
For every additional £100 or fractional part thereof 6d. 

A foreign drawn bill payable on demand, at sight, or on presenta- 
tion, or within three days after date or sight may bear an ordinary 
twopenny postage stamp or two penny stamps, but otherwise the 
stamps to be used are adhesive foreign bill stamps according to 
the above schedule. 

Note. — The stamp duty on bills over £100 according to the 
above table is at the rate of Is. per £100, or Is. per 2,000 shillings, 
i.e. the duty is ^ per miUe. This rate of stamp duty ia usually 
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taken for working examples on the exchanges, as it is a fair 
average for most countries. 

Vaiioiis Kinds of Bills. — The specimens of bills given above 
indicate that many different types are met with in practice. 

Cheques, or *' demand drafts," or '*at sight drafts" are terms 
used for bills which are payable on presentation of the order to 
the drawee. Cheques are paid without acceptance. 

Long Bills are those which are drawn payable at three, six, or 
more months after date or sight. They are sometimes called 
currency bills. 

Short BiUa are those which, whatever their original tenor, have 
only ten days or so to run before maturity. 

Bank BiUs, or bank drafts, are those which are issued by bankers 
in one country on, or in favour of, their agents or correspondents 
in another, either at the request of their customers, or the agents 
themselves, or for the purpose of realising profits by the sale of 
bills on the markets. Bank bills are known as first-class bills, 
or " best paper," or " financial paper," because of the financial 
stability of the issuers. For this reason they command better 
prices and are more easily discoimtable than ordinary trade bills 
arising from mercantile dealings. 

Trade Bills, or Commercial Bills, also described as " ordinary 
bills,** " trade or commercial paper," etc., are those arising from the 
usual course of mercantile dealing between merchants and manu- 
factiu*ers. Although these instruments are usually quite secure, 
the credit of the parties not being so good as that of banks and 
financial houses, they fail to command as good a price in the market 
as bank paper. 

Bank Bills and Trade Bills can be either currency bills or demand 
drafts or cheques. Long bills are more usual between distant 
centres. Commercial bills are classified as Clean Bills or Docu- 
mentary Bills. 

Doevmentary Bills are those the payment of which is secured 
not only by the parties to the bills but also by merchandise. A 
documentary bill has attached to it the documents relating to 
the shipment in respect of which the bill is drawn. These docu- 
ments are : — ^the Bill of Lading, Marine Insurance Policy, Invoice, 
and, sometimes, a Certificate of Origin of the goods, or a Consular 
Invoice, in lieu of the ordinary invoice. A bill of lading being a 
document of title, bona fide possession of the bill of lading is 
tantamount to possession of the goods themselves, and, if ^ the bill 
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is dishonoured either by non-acceptance or by non-payment, the 
person in possession^ of the bill of lading can obtain the goods, 
sell them, and apply the proceeds against the amount of the dis- 
honoured bill. Seeing also that the holder of such a IhII has the 
security of the drawer and indorsers, he can come upon all or 
any of them to make good whatever deficiency may be disclosed 
between the amount of the bill plus expenses, and the proceeds 
of sale of the goods. 

The documents are usually given up to the drawee when he 
accepts the bills, and in such cases the bill is m^arked " Documents 
against Acceptance,*' and is known as a " D/A Bill," or an "accep- 
tance" bill. In other cases where the credit of the drawee ia not 
considered so good, the documents are not to be given up until 
payment is made, and the bills are marked* '' Documents against 
Payment," and are known as " D/P Bills" or simply "payment 
bills." As the possession of the documents enables the goods to be 
obtained, the drawee is often able to get the goods before he 
has actually paid the bill, by arrangement nath the presenting 
bank. 

Usually he is asked to sign a document in favour of the 
accommodating bank called a Trust Receipt, by which he pledges 
himself to hold the goods in trust for the bank. By merchants' 
custom he is allowed to take up, i.e. pay the bill, at any time before 
it is due, under rebate, and so obtain the documents, the rebate 
allowance made by the banker being as a rule J % above the rate 
for short deposits for the period the bill has to run. 

Clean Bills have no documents attached, as the credit of the 
parties is considered sufficiently good to permit the documents to 
be sent to them direct. As the absence of the documents is an 
indication of the better standing of the parties, clean bills aie more 
readily discounted by bankers. 

Dishonour of Bill. — If a bill is not accepted by the drawee when 
it is presented for acceptance, or paid by him when it is presented 
for payment, the bill is said to be dishonoured, and the presenting 
banker has the bill "noted." The holder of a bill, on receipt 
from his banker of notice that it has been dishonoured, must 
himself immediately give notice to all the parties to the bill whom 
he intends to hold liable for payment, since unless a party to a 
dishonoured bill has received due notice of dishonour he cannot 
be proceeded against. In addition to being noted, a foreign bill 
must also be " protested," otherwise the drawer and indorsers 
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are discharged. A notary's protest is legal proof of dishonour in 
every country where the lex mercatoria prevails. 

Case ot Need. — On some bills, as in Example 8 above, an 
indication is made at the foot of the name of some person or 
persons, who will pay the bill in case of dishonour for the account 
of a party to the bill, usually the drawer. The object of this is to 
obviate the considerable loss arising from the dishonour of the bill 
in a foreign country, and to preserve the honour and good name 
of the party for whom the case of need acts. Payment in such 
a case does not discharge the party at fault, who remains liable 
on the bill. 

Accommodation BiUs. — ^Where a bill does not arise from any 
actual commercial transaction, whereby one person becomes a 
bona fide debtor of another, but is specially created in order to 
enable one (or more) of the parties to it to put himself in funds 
by discounting the bill, it is known as an AccommocUUian Bill, 
and the person or persons lending their names for the purpose are 
called Accatnmjodation Parties. The person primarily liable on 
such a bill is the person accommodated, be he drawer, acceptor, 
or indorser of the bill. Such bills are naturally frowned upon by 
bankers, whose prime business it is to facilitate the manufacture 
and exchange of goods, and they would not knowii^ly facilitate 
their use. But there is a class of accommodation paper which 
bankers handle largely and which serves a most useful purpose. 
In agricultural countries, for example, where the inhabitants live 
on the proceeds of sale of the harvests, bankers are called upon 
early in the year to supply drafts to the merchants of such countries 
to pay for their imports of manufactured articles and machinery. 
These drafts are issued by the bankers against the future proceeds 
of bills which the merchants will draw later in*the year when the 
harvest has been ingathered, sold, and exported. Obviously, this 
kind of anticipatory drawing is capable of very wide and beneficent 
extension, and such bills stand in a very diif^ent category from 
accommodation bills properly so called, and derisively referred to 
as '' kites," or " windmills." 

Bills in a Set. — Bills on foreign places are usually drawn in a 
set of two or three bills, denominated First, Second, and Third 
of Exchange, all of which are exactly similar except for the 
number and reference to the other parts, but only one part is 
accepted, and only one part is stamped, the three parts forming 
one bill. The object is to prevent loss in transmission, and also 
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to facilitate negotiation. The First of Exchange can be sent 
forward to the drawee for acceptance, the Second following by 
a later mail, while the third part can be negotiated at once. 
Wh^n the three parts reach their destination, they are attached 
together, and are thereafter regarded as one bill. The drawee of 
a bill in a set should always take care to accept 'only one part 
and get possession of all three. 

Exchange as per Indorsement. — ^As a rule, bills on places abroad 
are drawn in England in sterling, and it is necessary for the foreign 
drawee, and for others who may become parties to the bill, to 
know how much must be paid in the currency of the drawee to 
discharge the bill. It is often indicated on the face of these 
bills that they are payable at a rate of exchange t^o be specified 
in the first indorsement {see Example 7, p. 20), which is generally 
that of a London banker or broker. 

The indorsement is in the following f orm : — 

'' Pay X. Y. or order, at the rate of . * . . for £1 sterling.'' 

The sterling ♦ amount is converted into the foreign currency at 
the indicated rate, and the amoimt as converted is written on the 
faee of the bill, and takes the place of the amount in sterling. The 
foreign drawee is advised of the rate of exchange at which con- 
version has been made and so knows precisely what he has to pay. 
By thus constituting a London banker or broker the impartial 
referee both for drawer and drawee of the rate of exchange, the 
English drawer when he sells his bill obtains its full sterling amount ; 
he is spared the trouble of quoting prices in foreign currencies 
(but see ante p. 11), and shifts the speculative part of the bargain 
on to the foreign %uyer. The phrase should be used when the 
bill is intended to be sold, and not when it is sent for collection 
at maturity. It is often used on Colonial bills drawn and paid 
in sterling, and then the banker's charges for negotiating the bill 
are added to its amoimt. Nowadays the practice of inserting 
this phrase in sterling bills drawn on foreign centres is decreasing, 
for fluctuations in the rates of exchange have been so marked 
during recent years that foreign drawees have sometimes refused 
to pay the currency equivalent of the bills when the rate of ex- 
change has become unfavourable to them at the time of payment. 
(Generally i^peaking the phrase binds the drawee, and as often as 
not he benefits from the fluctuations in exchange. 
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At the present time the greater proportion of bills drawn in 
sterling bear one of the following clauses : — 

'* P hi // ^w^cr'« 1 selling \ ^ ^ / ^^^ ^^^ \ 
\the X, Y, Bank' 8^ drawing j •' [demand drafts j 
on London on date of payment,'* 

"Payable at^^^ ^r'ilnifc'*}*"^*'^ '"^^ ^'^ '^'"{i-a/**}^ 
London.'' 

" PayaUe with approved banker's cheque on London for full face 
value." 

" Payable at banker's selling rate for Telegraphic Transfers on 
'London on dale of payment." 

In these cases the sterling amount of the bill is received in London 
by the drawer or seller, and, at maturity, the foreign drawee must 
lay down in his centre sufficient of his own currency to purchase 
the requisite sight or T.T. remittance on London for the face value 
of the bill. The drawee is thus enabled to make his own bargain 
for the remittance, and he may, of course, arrange the settlement 
to his own advantage by a forward purchase of sight exchange 
on London in the way explained in a later chapter. The procedure 
thus differs from that when '' Exchange as per Endorsement " is 
used, because in the latter case the rate paid by the drawee is fixed 
impartially by someone in London. 

The last clause given above is largely used in bills drawn on 
Eastern countries and on South America, whilst bills on the Colonies 
having a sterling currency usually bear one of the first three clauses. 
The second clause is used when a bill is drawn in this country in 
favour of a payee abroad, who obtains payment from the drawee 
bank at the latter's buying rate for London bills, the exact amount 
paid against the bill depending on whether the exchange on London 
is at par, or at a premium or a discount. 

Interest. — ^As a rule, interest does not enter into bill transactions 
arising from the purchase and sale of goods, but sometimes express, 
provision is made for the payment of interest (see Example 8, p. 21). 
In that case, the amount of the bill to be paid by the drawees is 
increased by interest at a fixed rate for the period mentioned in the 
bill. A " sum certain in money " is no less a sum certain because 
it has to be paid with interest, or by stated instalments, or at an 
indicated rate of exchange. This sort of interest arising from 
the bill itself is not to be confused with the interest which a banker 
t9'kes into account when he buys or discounts a bill that will not 
mature for payment till some future date. 
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CHAPTER IV 

BATES OF EXCHANGE— MINT PAR OF EXCHANGE- 
GOLD POINTS 

Seeing that debts expressed in Bills of Exchange are bought and 
sold like any other commodity, it is not difficult to understand that 
just as the market price, e.g. of palm oil, depends upon the strength 
of the demand for it relative to the supply, so also does the market 
price of bills on other countries in the financial centres of the world 
depend on the relation between the amount offered and the amount 
demanded at any one time. Thus if, for example, at any particular 
moment more payments have to be made by French to English 
merchants than vice versa, bills on London will be in demand in 
Paris, and the market price of bills on London in Paris will rise, 
because French remitters will compete with one another to buy 
them. Conversely, if at any moment more debts arise for settle- 
ment by English to French merchants than vice versa, the supply of 
bills drawn by French creditors, and offered for sale in Paris, will 
exceed the requirements of French remitters, and the market price 
of London bills in Paris will fall, because sellers will compete with 
one another to dispose of their bills. Thus the price of bills between 
any two financial centres fluctuates according to the relative in- 
debtedness arising for immediate settlement between them. But 
it must be borne in mind that, when we speak of relative indebted- 
ness, we mean not merely the indebtedness arising from the actual 
exportation and importation of goods, but indebtedness in general, 
indebtedness arising in any of the modes by which a person in 
one country becomes the creditor or the debtor of a person in 
another. 

Bates ot Bzchange. — As bills are simply the expression of debts 
payable in money, the question may naturally arise why the price 
of this money should ever vary. Indeed, to speak of the price 
of money seems absurdly tautological, since by price we mean price 
in money. The student must bear in mind, however, that bills 
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drawn on places abroad are payable in the currencies of those 
places, and not in sterling. A bill drawn in London in sterling 
on Paris is paid by the drawee in francs and centimes, and the 
price of the bill is measured by the exact number of francs and 
centimes which, at the moment when it is negotiated, can be bought 
in London for £L In other words, the price of a foreign bill is the 
unit of one currency expressed in terms of another, and this price 
is termed the Bate of Exchange, 

Example. — If on a certain day, £1 paid in London will give 
the payer the right to Fes. 25 in Paris, the right being evidenced 
by a bill of exchange on Paris, then the London price of a bill of 
exchange on Paris, or the rate of exchange between London and 
Paris, is Fes. 25 per £1. If there were few buyers of bills on Paris, 
and many bills on Paris were being pressed for sale, a seller might 
oflfer Fes. 26 in exchange for £1 to get rid of his stock, whereas 
if bills on Paris were very scarce and buyers numerous and insistent, 
only Fes. 24 might be offered for £1. These variations in the 
number of francs obtained for each £1 of our currency are variations 
in the price of bills, or fluctuations in the rate of exchange, London 
on Paris. 

Ideal, or Hypothetical, Par of Exchange.— Most countries have 
currency systems peculiar to themselves. The price of bills being 
measured by the value of the unit of one currency in terms 
of another, it is necessary to find a definite basis for measurei^jient. 
If all currencies were the same as our own, it would be easy to 
understand that a Londoner who had, say, 100 sovereigns in Paris, 
might be well content to accept 99| sovereigns for them in London, 
seeing that he would be compensated for the loss of J % by being 
spared the expense of having the 100 sovereigns transferred, insured, 
and delivered to him in London. The cost of transmitting gold 
from one foreign <jpntre to another is one of the foundation facts 
in the theory of the exchanges, and theoretically the cost of trans- 
mitting gold marks the limits to the rise and fall in the price of 
bills between any two centres. These limits, are, however, opera- 
tive only in normal times, when gold is freely obtainable and its 
export is unrestricted. 

Selecting Australia by way of illustration, it is conceivable that 
on a certain day our claims arising for settlement on Australia 
might be exactly equal to the claims of Australia arising for settle- 
ment on ourselves. On that day, then, £1 in London would be 
exactly equal to £1 in Sydney. There would be no question of 
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transmitting gold. The claims of the debtors would cancel the 
claims of the creditors of the two countries. The exchange between 
England and Australia would be at an exact parity. Such a state 
of affairs is termed the Ideal or Hypothetical Par of Exchange. 
But obviously, so great in number and diverse in character are the 
transactions between any two countries, that it is impossible by any 
statistical method to determine in advance when this exact parity 
of exchange between two countries will be reached, or by how 
much the exchange will fluctuate above or below parity. We 
must accordingly have some more certain basis of calculation, and 
this is found in the Mint Par of Exchange. 

Mint Par of Exchange. — The Mint Par of Exchange is defined as : — 

" The exact equivalent of the unit of currency of one country, 
expressed in terms of the currency of another, based upon 
the quantity and fineness of the metal contained in the two 
coins as fixed by law." 

By English law our standard coin, the sovereign, contains a 
definite weight. of gold of a definite fineness. By French monetary 
law a twenty-franc gold piece also contains a definite weight of gold 
of fixed fineness. If then we know these laws, or Mint regulations 
as they are called, it is an easy matter to determine the exact ratio 
which the pure gold in a sovereign bears to the pure gold in a twenty- 
franc gold piece. Similarly, we can determine the exact ratio which 
the pure gold in a sovereign bears to the pure gold in a twenty- 
mark gold piece, or a five-dollar gold piece, etc. The calculations 
are shown on p. 166, but the chief Mint Pars are as follows : — 

United States £1 = $4-8665 

Germany „ =-- Mks. 20-429 

•The Latin Monetary Union — 

France „*= F#s. 25-2215 

Belgium ,, = „ 

Italy . -t . . . . „ = Lire „ 

Switzerland ,, = Fes. ,, 

Spain „ = Pesetas 25-2216 

The Scandinavian Monetary Union — 

Denmark . . . . . „ = Kroner 18-15982 

Sweden „ =r. „ 

Norway „ =.^ 

The Netherlands . . . . „ :^ Florins 12-107 

Austria „ = Kronen 24-02 
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Knowing then the exact ratio which the pure gold in our sovereign 
bears to the pure gold in the standard gold coin ol other gold 
standard countries, we can determine whether any particular market 
rate of exchange that may be quoted is at parity, or whether it 
is favourable or un|avourabie to this country. If the New York 
exchange is quoted at $3*335, it indicates that £1, expressed in a 
bill of exchange, is worth $3-335 similarly expressed, instejad of the 
par value of $4-8665, for which an actual gold sovereign would 
exchange for in New York, and that the exchange is very much 
against us. If, on the other hand, the Berlin exchange is quoted 
at Mks. 270-271, then £1 expressed in a bill of exchange will 
exchange for Mks. 270-271 similarly expressed, in place of 
Mks. 20*429, which« is the exact equivalent in German gold 
marks of a gold sovereign, and the exchange is very much in 
our favour. 

It is clear from the definition that a Mint Par of Exchange can 
be established only between two countries having the same metallic 
standard. You cannot have a Mint Par between one country with a 
gold and another country with a silver standard, though you may 
have a Mint Par of Exchange between two countries whose standard 
is silver. No ratio can be definitely fixed between silver and gold, 
because the market price of one metal in terms of the other is a 
variable and not a fixed price. In gold standard countries, silver 
is simply a commodity subject to fluctuations of supply and 
demand, just as the base metals are ; and similarly the price of 
gold in silver standard countries is a fluctuating, not a fixed price. 
The Indian silver rupee is worth in London only what it will fetch 
as silver, and in Mexico the value of our gold sovereign depends 
upon the number of silver dollars which will be given for it in the 
Mexican market. 

The Mint Par of Exchange is simply the physical measurement 
of the standard gold coin of one country in terms of the standard 
gold coin of another. To say that £1 is equal to 25-2215 gold 
francs is just like saying that 1 kilometre is equal •6214 of a mile, or 
that 1 kilogram equals 2 -204622 lb. But the Mint Par has nothing 
to do with any actual sovereign, or any particular 25-2215 gold 
francs. It is a creation of law, and so long as the monetary 
laws of the different countries remain unaltered, the Mint Pars of 
Exchange will remain unaltered. ^ Thus by reference to this fixed 
point, the Mint Par, we are able to appraise the movements of the 
rate of exchange between any two gold standard countries, which, as 
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we have already remarked, remains theoretically at the Mint Par, 
or moves above or below it according as the indebtedness of the 
two countries arising for immediate settlement between them is 
equal, or is less, or is greater on the one side than on the other. 

Gold or Specie Points. — ^We have seen that £1 in gold is the 
exact equivalent of Fes. 25-2215 in gold, so that a standard 
sovereign would be exchanged at the Bank of France for 
25-2215 standard gold francs, and 25-2215 standard gold francs 
would be exchanged at the Bank of England for a standard 
sovereign. But to get a sovereign to Paris entails expense and 
involves time. The elements of this expense comprise freight, 
insurance, and commission to the banker or bullion broker under- 
taking the business, with perhaps some charge for assaying. There 
is also the question of interest for the time the metal is in transport. 
But transport and insurance are the chief items, and the charge for 
these services will vary with the size of the shipment, or because 
one shipper is able to make a better contract than another, or 
because freight and insurance rates generally have changed. The 
exact cost, however, is immaterial. The point to remember is 
that actual gold shipped to Paris, Berlin, or New York, etc., after 
allowing for the expense of getting it there, yields a definite 
fiet rate of exchange. We will assume that the cost of trans- 
mitting gold from London to Paris is 10 centimes per £1. Then 
for every sovereign sent to Paris the London remitter will realise 
Fes. 25-22 minvs -10 — Fes. 25-12 net, and it will cost a Paris 
remitter for every Fes. 25-22 he sends to London Fes. 25-22 
plus ' 10 = Fes. 25-32 per £1. So then, if a London remitter could 
not obtain a bill of exchange on Paris at a better (i.e. a higher) 
rate than Fes. 25-12 per £1, it would be as cheap for him to remit 
gold. Similarly, the Paris remitter, who is asked more than 
Fes. 25-32 per £1 for a bill of exchange on London, would find 
it cheaper to remit gold and realise that rate. Theoretically then, 
the rate of exchange cannot move so far below the Mint Par of 
Exchange that it becomes cheaper for the English remitter to ship 
gold, or so far above it that it is cheaper for the French remitter 
to ship gold. These theoretical limits to the rise and fall in 
the rate of exchange are known as Gold, or Specie Points. 

Export Point and Import Point. — In normal times there are 
therefore two theoretical gold points between this country and 
each country whose monetary standard is gold> one at which it 
is cheaper to ship gold to pay foreign creditors rather than buy 



Digitized by 



Google 



OF FOREIGN EXCHANGE 85 

and remit bills, and thjB other at which it is cheaper for foreign 
debtors to remit gold rather than buy and remit bills. Debts 
will always be paid in the cheapest possible way, and so long 
as the rate with France is over 25*1215 it will always pay an 
English debtor to buy a bill rather than send gold, for the bill 
entitles him to more than 25*1215 francs in France for every £1 
he pays in London. Once the rate drops below this figure, it will 
pay better to send gold rather than buy a bill ; and this point, 
obtained by deducting from the Mint Par the actual cost per £1 
unit of remitting gold, is known as the Export Point from England, 

The Import Point to England is the Mint Par ( == Fes. 25*2215) 
phis the actual cost of remitting gold per unit of Fes. 25*2215 
This cost we have assumed to be • 10 centimes, so that the Import 
Point to England is Fes. 25*3215 ; and this point is reached when 
a French debtor is asked to give more for a bill on London than 
Fes. 25-3215 for every £ sterling, notwithstanding that he can send 
gold and realise that rate. 

When rates are quoted in foreign currency per £1, the export 
gold point is the Mint Par minita expenses, and the import gold 
point the Mint Par pliis expenses. Looking at the' matter from 
the foreigner's point of view, his import point is our export point 
and vice versa. 

Export of Gold Restricted. — It has been said that when the rate 
of exchange diverges so far from the Mint Par that it becomes 
cheaper to buy and remit gold than to buy and remit a bill of 
exchange, then, in theory, gold will be bought and exported in 
discharge of international debts. But even in normal times 
Governments have endeavoured to restrict the exportation of gold 
for this purpose. The Bank of France, and the Reichsbank in 
Berlin have been accustomed to place difficulties in the way of 
the export of gold, whenever they have considered it advisable 
to prevent or restrict an outflow of the metal, so that while the 
lower specie points with France and Germany were always effective 
in drawing gold from this country, the upper specie points might 
be reached and exceeded, and yet no gold arrived from Paris or 
Berlin. The New York exchange is always more sensitive in this 
respect, for New York, like London, is a free market for gold, and 
the U.S. Treasury abstains from interference with gold movements. 

Effect of the War. — The profound economic disturbance entailed 
by the War has led to the export of gold being everywhere restricted, 
it not altogether prohibitedi Ptaotioally, the export of gold, except 



Digitized by 



Google 



86 THE PRINCIPLES AND ARITHMETIC 

in the United States, can take place only under Government sanction. 
The result is that the gold points as marking the limit to the rise and 
fall in the market rate of exchange for bills are no longer operative, 
and the price of remittances can therefore rise to any height or fall 
to any depth. At the moment of writing (June 1921), the Berlin 
and Vienna rates are quoted at Mks. 242-245 and Kr. 1550-1650 
per £1 respectively, whereas the Mint Pars are respectively 
Mks. 20*43 and Kr. 24*02 per £, and the New York exchange is 
$3 -86-3 -88 J per £ as against the Mint Par of $4-86. 

The great demand for gold in all the countries of the world 
(except in the United States which is suffering from a plethora of 
the metal) to provide gold backing for the national commitments, 
including the redemption of the paper currencies that have been 
substituted for gold, has led to severe competition for the bullion 
coming into the market from the mines, and forced up the price of 
gold. Once it is safely secured in the strong rooms of the banks, 
gold is most jealously conserved. During the War, the export of gold 
from this country was prohibited, and though it may now be 
exported under licence, it can be obtained only from the Bank of 
England, the soundest reasons being adduced for requiring it. 
Legally, every one has the right to demand gold in exchange for 
the Bank's notes. Practically, however, that right is in abeyance, 
and this country is not a perfectly free market for gold, though 
no doubt it will return to that happy state as soon as economic 
conditions permit. 

In pre-war days, gold required for export from this country 
was usually obtained by exchanging notes for gold at the Issue 
Department of the Bank of England, which was always willing 
to deliver sovereigns or bar gold for its notes at the Mint Price of 
£3 17s. 10 Jd. per oz. of standard gold, jiths fine, equivalent to 
about £4 5s. per oz. of fine gold. If demand was pressing, the 
Bank took advantage of the position and charged a penny or two 
extra for bar-gold, which is preferred for export owing to its greater 
convenience, but the price never varied more than a few pence 
above the Mint Price. 

At the time of writing the market price of gold stands as 
high as 114s. 2d. per oz. of fine gold, and this means that gold is 
at a considerable premium as measured in our (practically) incon- 
vertible currency. If the metal is required for export, it must 
be purchased from the Bank or the bullion market at the prevailing 
price, and we naturally expect to find that this high price of bullion 
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must have some comiection with those rates of exchange which 
are against this country. Lord King's Law states the re- 
lationship between the exchanges and the price of gold, as 
follows : — 

" K a metallic and an inconvertible currency are circulating 
together, and the market price of bullion exceeds the Mint Price, 
whilst the foreign exchanges have fallen below the specie point, 
the paper currency is depreciated, and the difference between the 
market and the Mint Price of bullion is the measure of that depre- 
ciation." 

From the point of view of this country the most important 
exchange is that with New York, which is much against London, 
and remains far below the normal specie point (about $4*83). 
Most of the gold . which reaches London is eventually absorbed 
by New York, and by applying the law enunciated - above it is 
possible to show that a direct relationship exists between the price 
of gold in London and the New York rate of exchange. 

On August 5, 1921, the New York sight exchange stood at 
$3 '6075, whilst the price of fine gold in London was 114s.. 2d. per 
oz. The relationship between the two may be expressed arith- 
metically as follows : — 

Present Rate 3-6075 __ Mint Price of gold _ 85 
Mint Par 4-8665 ~ Present Price ~ x 

which gives the value of x as 114s. 6d., and this is approximately 
the price of fine gold in London as actually quoted on the day in 
question. 

We are now in a position to understand that when gold is not 
obtainable at the Mint Price, because our currency is more or less 
inconvertible and the usual specie point is inoperative, then the 
difference between the prevailing price of bullion and the usual 
Mint Price, measures the depreciation of the £ sterling as indicated 
by an unfavourable exchange, such as that on New York. The 
same reasoning may be applied and a similar result obtained by 
considering the greatly depreciated currencies of the other European 
nations. This country is, however, most seriously concerned with 
our exchange with the United States, and, in fact, the New York 
rate varies from day to day according to the price of gold in London, 
and conversely the price of gold varies with the New York exchange, 
as is clearly shown by the following quotations : — 

** Owing to the firmer New York' exchange the price of gold 
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was fixed lid. lower at 114s. 2d. per oz. A small amount in the 
market was taken for the United States " {Times, August 6, 1921). 

'' Owing to the rise in the American exchange, the sterling 
parity of gold was 5d. lower at 116s. 4d. per oz. fine " {Morning 
Post, December 31, 1920). 

If therefore the usual specie points are inoperative, rates of 
exchange will turn against a country to the extent representing 
the premium on gold, as measured in its inconvertible paper. 

Checks on the Rise and Fall of the Market Bate.— It has been 
stated that when payments to be immediately made between two 
countries are approximately equal in amount, then the market rate 
of exchange for bills will be somewhere near Mint Par. Normally, 
however, there is a balance to be received or paid, and the market 
rate for bills moves above or below the Mint Par conformably 
to the size. of this balance, and according to whether the balance 
is to be received or paid. Thus if Paris has on a particular day to 
remit more money to London than London to Paris, the supply 
of bills on London in the Paris market may prove inadequate to 
th6 demand, and their price will rise. Conversely the price of bills 
on London in the Paris market will fall. 

But a check on this rise is found in the issue of banker's drafts 
to supplement the shortage of the trade bills actually in the market ; 
and also on the fall by the willingness of bankers and others, when 
the price of bills is low, to buy them in order to sell again when the 
price has risen sufficiently, or to use them as cover for their sales 
of drafts on centres where the exchange is high. 

Banker's Drafts. — A banker's draft costs more than an ordinary 
trade bill, since, in addition to the cost to the banker of providing 
cover for his draft, he must charge a percentage for : — 

(1) Drawing the draft and advising the foreign correspondent 

on whom he draws. 

(2) Profit for himself and his correspondent. 

(3) The superior quality of the instrument which he sells. 

A banker's draft, being first-class paper, can be sold on better 
terms, and discounted at a lower rate than a trade bill, which belongs 
to paper of the second order of merit. The competition of bankers 
amongst themselves keeps down the price of these drafts to its 
lowest profitable level, the margin of profit accruing to the banker 
being usually quite small. It is then clear that, with any quantity 
of these bankers' drafts ready to be launched on the market as 
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soon as the market rate of exchange has reached a level at which it 
becomes profitable for remitters to demand them, the seller of an 
ordinary ready-made trade bill can never ask more for it than the 
banker would ask for a specially drawn draft. 

The Cost to the Banker of Covering his Draft. — A banker either 
draws upon his agent against a cash balance kept with the agents 
in which case he loses the interest on the balance, or he may draw 
first, putting his agent in funds later, and be charged a commission. 
So long as the drawing banker has an available balance, all is easy 
sailing. But there may be more complexity when it comes to 
replenishing a depleted balance. The banker can do tjus by : — 

(1) Buying and remitting to his agent bills drawn upon that 

agent's country, when the price is favourable; 

(2) Buying and remitting bills on other countries, if that course 

be profitable ; 

in both cases directing the agent to sell the bills, and credit him 
with the proceeds. Or, he may, when that course is advantageous — 

(3) Buy bills on other centres, send them tp his agents there 

for sale, and direct those agents to remit the proceeds for 
his account to the agent in the country where he wishes 
to employ the proceeds. Finally, he may, 

(4) Send gold coin or bullion, or, to silver standard countries, 

silver coin or bullion. 

European Exchange Movements.— From what has been said above 
as to the methods adopted by bankers for covering their drafts, 
it will be understood that a prolonged rise or fall in the market 
rate of exchange in one Continental country may have the effect of 
producing a corresponding rise or fall in. the other Continental 
exchanges. If the demand for trade bills on London in Paris is 
so brisk, and the supply is so short that it is exhausted, and recourse 
has to be had to bankers' drafts to such an extent that the bankers' 
balances in London are exhausted, the necessity for providing 
cover as cheaply as possible will lead the Paris issuers of such drafts 
to buy bills on Berlin, or Amsterdam, or on any other Continental 
centre, whichever can be purchased at the cheapest rate, send 
them to their agents in those centres for sale, and have the 
proceeds remitted to London. If the demand for London bills 
keeps up, they will continue to do this, steadily raising the rates 
of exchange on London all round, until at last the exchanges as 
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a whole stand so high that the cheapest thing for the banker is to 
buy and ship gold. In normal times then, the chief European 
exchanges rise together, and just as they rise together so they fall 
together. For, in face of a continuous decline in the Paris demand 
for bills on London, coupled with no diminution in the quantity 
of bills offered, the rate of exchange Paris on London will continue 
to fall. Bankers will buy the cheaper London paper and instruct 
their agents in those Continental centres where the London exchange 
is high, to draw and sell bills on London to coyer the purchases 
made in Paris, and so depress the rate of exchange in those centres. 
If, therefore, the fall* in the rate continues, bills on London will 
become so cheap all round that it will pay the holders to remit them 
to London, take the proceeds of sale in gold, and pay the cost of 
transporting the gold to Paris. 
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CHAPTER V 

FAVOURABLE AND UNFAVOURABLE RATES OF EXCHANGE 
— UAXmS FOR DEALING IN BILLS 

The outflow of gold from a country is regarded with disfavour, 
especially if it is of such strength as to lower the nation's reserve 
of that metal beyond what is required adequately to support its 
credit system, ensure financial stability, and provide a sufficient 
margin for contingencies. A strong gold reserve permits a low rate 
of interest for loanable capital, and, inasmuch as industry is largely 
conducted on borrowed capital, a low interest rate facilitates trade. 
For this reason exchange rates which approach the gold export 
point are termed unfavourable, while those approaching the import 
gold point are termed favourable. 

In England, most rates are quoted in foreign money per £1, 
and, as explained in the last chapter, the outgoing specie points 
to countries so quoted are below the Mint Par, whereas the incoming 
points are above the Mint Par. That being so, rates moving down- 
ward from the Mint Par are unfavourable to us, and those moving 
upward from the Mint Par are favourable. When therefore a rate is 
quoted in foreign money per f , the maxim to be remembered for 
all calculations is : — 

" High rates are for us, low rates against ue." 

And this maxim holds good for any country, provided the rate 
of exchange is quoted in the same way, i.e. so much foreign cur- 
rency for each unit of the home currency. 

Bayers or Sellers. — Besides being true from the national point 
of view, the above maxim is true from the standpoint of the buyer 
of a bill payable abroad. A Londoner who buys a bill payable in 
Paris for Fes. 6,000 is far better pleased if *he obtains 26 francs for 
every £1 he pays, than if he gets only 26 francs for £1, for as against 
the £200 which he pays in the latter, he pays only £192 6s. 2d. 
in the former case. The seller looks at the matter from an 
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opposite point of view to the buyer, the fewer francs he gives for 
each £1 the better for him. If then, we are bujdng bills, high rates 
are favourable, but, if we are selling bills, low rates are the best 
for us. Prom this we deduce another most useful and easily- 
remembered maxim, true for all quotations in foreign currency 
per home unit, e.g. fcs. per £1 : — 

" Buy high, sell low." 

Bates quoted in Bn^ish Honey.-^If all rates were quoted in 
foreign units per £1, fluctuations and prices would not be difficult 
to imderstand, for the rules given would apply universally. Some 
rates, however, are quoted in pence per foreign unit. In these 
cases the maxims are reversed. An example will make this dear. 

The United States exchange is quoted in dollars per £, but 
sometimes it is given in pence per dollar. 

The Mint Par = $4-8666 per £1, or 49 Jd. per $. 

The Export gold point = $4-827 per £1, or 49|d. per $. 

The Import gold point = $4-89 per £1, or 49d. per $. 

Thus the low rate in dollars ($4*827) and the high rate in sterUng 
(49|d.) is the export gold point from England, and is therefore 
unfavourable, whereas the high rate in dollars ($4-89) and the low 
rate in sterling (49d.) is favourable, and indicates the incoming 
gold point. Therefore when exchange rates are quoted in our 
own money, e.g. so many pence to so much foreign currency : — 

" High rates are against us, and low rates for us." 

and the maxim for buyers and sellers becomes : — 

"Buy low, sell high." 

Clearly, it is better for a buyer to give as few pence as possible, 
and for a seller to get as many pence as possible, for the same 
foreign unit. 

Better Class Bills and Bemittances. — We shall see in the next 
chapter that certain classes of bills or remittances are better 
than others, and therefore command higher prices than others. 
For instance, a bill representing money due for payment within 
a few days is much better than one payable in three months, 
because in the latter case a much longer time must elapse before 
the bill will be paid. Again, the parties to some bills are world- 
renowned banks and firms of known stability, and, naturally, a 
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man buying a bill the payment of which is so guaranteed is 
prepared to pay more for it than he would pay for an ordinary 
bill, the parties to which, being completely unknown to him, 
offer less security for payment. A higher price, when the rate 
is quoted in. foreign money per £1, means a lower rate of 
exchange, and so we get a further maxim : — 

" The better the bill, the lower the rate.'* 

For example, a first-class bank bill payable in Paris might be had 
for, say, Fes. 25*75 per £1, whereas for an ordinary trade bill 
Fes. 25 "80 per £1 might be offered. In the latter case the £1 is 
worth more francs than in the former, and so the inferior, that is 
the trade bill is cheaper to buy than the superior bank bill, just 
as four candles a shilling are cheaper than three a shilling. But 
when it comes to a matter of discounting the two bills there will 
be very little in it, because a higher rate will be charged for dis- 
counting the trade bill than for discoimting the bank bill. 

Rules for Dealing in Bills. — In studying the rates of exchange, 
three questions should be decided : — 

1. How is the rate quoted — foreign currency for the home unit 

or vice versa ? 

2. Are we bu3dng or selling, or are we considering the rate from 

the national point of view ? 

3. Are we considering the rate from a foreign, or a home stand- 

point ? 

" Home " is used to indicate the country in which we are 
dealing, and if this is France, British currency is foreign, and the 
British point of view a foreign point of view. 

Remember in dealing with rates of exchange that 

(a) What is good for the seller, is bad for the buyer of a bill, 

and vice versa. 
(6) What is good from the home standpoint is bad from the foreign. 

Consider again the maxims already given : — 

When rates are quoted in foreign currency for the home unit^ 
then (a) Buy high, sell low ; (6) The better the bill, the lower the 
rate ; (c) High rates are for us, low rates against us ; (d) High 
rates are favourable, low rates unfavourable. 

Now let us apply these maxims to the following quotations 
London on Paris, viz., Fes. 25-12 per £1, and Fes. 25-32 per £1. 
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(a) Buy high. — It is better to buy 25 '32 francs for each £1 than 

25 12. 
Sell low, — It is better to sell 25 • 12 francs for each £1 than 

26-32. 
(6) The better the biU, the lower the rate. — A bank bill, because it 

offers better security than a trade bill, will cost more 

than a trade bill, i.e. fewer francs will be given per £ 

in the case of the bank bill. 

(c) High rates are for tw ; high rates are favourable. — It is better 

for an individual remitter when he can obtain Fes. 25-32 
per £1 instead of Fes. 25-12 per £1, and better for us 
nationally, since our sovereign is then more valuable and 
will buy more francs. 

(d) Low rates are against us : low rates are unfavourable. — It is 

worse for an individual remitter when he can obtain only 
Fes. 25-12 per £1 than when he can obtain Fes. 25-32 per 
£1, and worse for us nationally, since our sovereign is 
then less valuable and will buy fewer francs. 

Now let us consider the above rates from the French point of 
view, remembering that French exchange quotations are in the home 
currency per foreign unity e.g. Fes. per £, and that therefore the maxims 
are reversed. 

(a) Buy low. — It is better for a Frenchman to give Fes. 26-12 

per£l than Fes. 25-32. 
Sell high. — At Fes. 25-32 per £1 he obtains more francs for 

a bill in sterling than at Fes. 25-12 per £1. 
(6) The better the bill, the higher the rate. — A bank bill costing 

more than a trade bill, the Frenchman will have to give 

more francs per £1 than he would for a trade bill. 

(c) Low rates are for us; low rates are favourable. — To the 

individual French remitter, because, with the exchange 
at Fes. 26-12 per £1, he can obtain a sterling bill for 
fewer francs than when it stands at Fes. 25-32 per £1 ; 
and to the nation as a whole, since the franc is then 
more valuable. 

(d) High rates are against us; high rates are unfavourable. — To 

the individual French remitter, because, with the exchange 
at Fes. 25-32 per £l,a sterling bill will cost him more than 
when it stands at Fes. 25-12 per £1 ; and, also from the 
national point of view, since the franc is then less valuable. 



Digitized by 



Google 



OF FOREIGN EXCHANGE 45 

High Price for a Bill = Low Bate oi EzGliaiige.-:^s already 
stated on p. 43, when an exchange rate is quoted in foreign currency 
per home unit, a high price for a bill on a centre so quoted 
means a low rate of exchange on that centre. The converse is also 
true, and a low price for a bill means a high rate of exchange. It 
follows, therefore, that a rise in the rate of exchange on a centre 
so quoted indicates a fall in the price of bills on that centre, and 
a fall in the rate of exchange a rise in the price of bills. Thus if, 
for example, the Paris exchange fell from Fes. 25 per £1 to Fes. 24 
per £1, then an English buyer of a bill on Paris would have to give 
more sterling for a given number of francs at Fes. 24 per £1 than 
at Fes. 25 per £1. A rise in the rate of exchange on any foreign 
centre, provided the quotation is in foreign currency per £, favours 
English buyers of bills on those centres, and a fall favours English 
sellers of such bills. 

Students are frequently much confused by references to the 
fluctuations in the exchanges, owing to the ambiguous ways of 
using the words " rise " and " fall," " appreciation " or " depre- 
ciation " in regard to the rates quoted For instance, if the Paris 
exchange falls from Fes. 25 to Fes. 24 per £1, exchange dealers 
in the City would say that francs had " risen," i.e. " appreciated." 
On the other hand, if the New York rate moves from $3*86 to $4 
per £1, dealers would say that dollars had " fallen " or " depre- 
ciated." Such expressions refer to the value of the foreign currency 
unit as measured in our money, and not to the rates of exchange ; 
for, when the latter are quoted on the basis of so many foreign 
units to the £1, a rise in the exchange means a faU or depreciation 
in the value of the foreign imit, and vice versa. 

Premium and Discount. — ^These terms, sometimes used in con- 
nection with foreign exchange, are practically confined to those 
countries, e.g. the Commonwealth of Australia, which have a cur- 
rency similar to our own. The Australian exchange is quoted on 
the basis of the par value of £100, and if Melbourne quotes London 
at £101, the London rate of exchange in Melbourne stands at I % 
premium ; if at £99, at 1 % discount. The use of these terms in 
connection with rates in currencies which are intrinsically different 
should be avoided, and they should be confined strictly to those 
rates of exchange which are quoted for currencies having units 
of the same intrinsic value, as for example, the rates between London 
and Australia or Cape Colony, or the rates between Paris and Italy 
or Switzerland. (See Ch. VI, p. 59.) 
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Ambiguous Use of the Word ^^Improvement." — ^The following 
is taken from a financial paper of recent issue : — ^" The feature 
was an improvement in the Italian exchange which rose to 84." 

A rise in the Italian exchange indicates that more lire and 
centesimi can be obtained for each £1 sterling than before, and 
therefore it is in favour of this country. Seeing, however, that 
the Italian exchange at 84 is in a much depreciated state, we should 
naturally associate the word " improvement " with a movement 
in the direction of the Mint Par of Exchange of 25*2215 per £1. 
The U.S. exchange has often lately been referred to as having im- 
proved, by which is meant a real improvement towards the Mint 
Par, the U.S. exchange being so very much below the Mint Par 
of $4-8665 per £1. It is, therefore, ambiguous to say that a par- 
ticular exchange has improved unless at the same time we indicate 
in whose favour the improvement is effected. Although it is true, 
within limits, that high rates of exchange are advantageous to this 
country, and that at the moment of writing most European ex- 
changes stand enormously high, yet one can have too much of a 
good thing. No one would dispute that the sadly depreciated con- 
dition of these exchanges is anything but an unmixed evil, and 
that a general return of the exchanges to round about Mint Par 
would be an unmitigated blessing to every country. But that, the 
real improvement, can only come when the economic waste and 
extravagance of unparalleled war have been repaired by years of 
peaceful industry and rigorous economy, both national and 
individual. 

Forms of Remittance. — Money may be sent from one country 
to another in several ways, and a remitter has his choice of 
remitting by cable, or by means of a cheque or short dated bill, 
or a long dated bill payable in the foreign centre. Inasmuch as 
the elements of time (involving interest) and security vary with 
each form of remittance, different rates of exchange are quoted 
for each. 

CMe or Telegraphic Transfer Rates are quoted for transfers by 
which money is paid by a banker in one centre as soon as he receives 
instructions, conveyed by cable or telegraph, from a banker in 
another centre. Payments in this way are made almost immedi- 
ately, and as no risk of loss is incurred, and no interest is lost, this 
is the most expensive way of sending funds. 

Sight or Cheque Rates are quoted for bills or cheques payable 
at sight or on demand, and conveyed by mail. These rates am 



Digitized by 



Google 



OF FOREIGN EXCHANGE 47 

slightly cheaper than cable rates, because some allowance has to 
be made for interest for the time lost in transmission, and also 
for the risk, such as it is, which attaches to all instruments, pay- 
ment of which depends on the stability of the parties to them. 

Short Rates are for bills payable within any period up to about 
ten days. Here again the slight additional allowance made for 
interest and risk above that involved in sight or demand bills, 
makes the short rates cheaper than the sight or cheque rates. 

Long Rates are for bills payable at longer periods than short 
bills, and are usually the cheapest rates quoted, representing the 
prices quoted for bills having three months to run before maturity. 
These bills form a very convenient mode of transferring funds, 
and the prices quoted for them, always less than for any other 
form of remittance, depend, of course, upon the exact time that 
must elapse before they will be paid, and the precise element oi 
risk involved. Allowing for these considerations, the yield from 
a long bill does not differ greatly from that of a short bill, and, 
in fact, the long rate is calculated from the short rate by allowing 
for risk, interest, and extra stamp duty. The method of calcu- 
lation will be dealt with hereafter, but we may observe, in accord- 
ance with what has previously been said about better class bills, 
that a bill for, say, three months drawn or accepted by a bank 
or financial house of first-class credit, indeed any bill so drawn or 
accepted, will sell at a better price than an ordinary trade or com- 
mercial bill of the same tenor. The banker always adds something 
to the price of a bill for the use of his name, because his name adds 
unimpeachable security for payment. On the other hand, a bank 
bill will be discounted at the Market Rate of discount, whereas for 
an ordinary trade bill the higher Bank Rate of discount will be 
charged. 

For this reason, two rates are quoted in some exchange tables 
for long bills, one for the better class bank or financial paper, 
and the other for trade bills arising from ordinary mercantile 
transactions. This method was adopted in the now obsolete 
London Course of Exchange table. 
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CHAPTER VI 

FOREIGN EXCHANGE LISTS AND QUOTATIONS 

We will now consider in some detail three lists of Foreign Exchange 
rates, taken with the accompanying letterpress from The Times 
and The Economist, the meaning of every item of which the student 
of the exchanges should thoroughly understand. An explanation 
of one of these tables was called for in the Foreign Exchange Papers 
set in 1920 and 1921 by the Institute of Bankers. 



LONDON COURSE OF EXCHANGE. 

The Times, November 2, 1920. 

On 'Change rates on France, Italy, Germany, Denmark, Finland, Athens, 
Buenos Aii'es, and Rio moved in favour of this country. Dutch, Swiss, Spanish, 
Belgian, Swedish, Norwegian, and New York currencies improved in value. 
The following rates were quoted : — 



Florins and cents to £ 
Francs and centimes to £ 



Amsterdam . . 


Cable 


11-28 


11-32 


Belgium 


Cheque 


51-60 


51-70 


Paris . . 


Cable 


54-60 


54-90 


Paris . . 


Three months 


55-35 


55-65 


Switzerland . . 


Cable 


21-95 


22 05 


Switzerland . . 


Three months 


22-45 


22-55 


Genoa 


Cable 


93-50 


94-50 


Germany 


— 


273 


278 


Spain . . 


Cable 


24-83 


24-93 


Spain . . 


Three tnonths 


46J 


47 


New York . . 


Cable 


3 -44 J 


3-46i 


New York 


Demand 


3-46 


3-48 


Lisbon and 








Oporto 


Cable 


85 


9} 


Copenhagen . . 


Cable 


25-38 


25-48 


Christiania . . 


Cable 


25-60 


25-70 


Stockholm . . 


Cable 


17-76 


17-86 


Helsingfors . . 


Cable 


150 


160 


Buenos Aires . . 


Cable 


54i 


55^ 


Rio . . 


Cable 


11} 


12} 


Athens 


Cable 


36-60 


37-50 



Lire and centesimi per £ 

Mcurks per £ 

Pesetas per £ 

Pence per five pesetas 

Dollars and cents per £ 



Pence per escudo 
Kroner and (Jrer per £ 



Markkaa per £ 
Pence to dols. or peso 
Pence to milreis 
Drachmae to £ 
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FOREIGN EXCHANGES. 

The Times, November 2, 1920. 

The New York exchange rose 1 c. to $3*45|. Francs d^reciated in value » 
Paris closing at 54 f. 72^ c. and Brussels at 51 f. 72^ c. The lira also weakened 
to 94 Ir. 12^c., and rates on Switzerland (22 f. 04^c.), Holland (11 fl. 30} c), and 
Spain (24 p. 90}) also moved in our favour. Marks were again offered, the rate 
closing at 274}. Polish marks and Austrian kronen also fell further, closing 
at 1,125 to the £ in each case. The following rates were current yesterday : — 



Place. 


Method 
of QuoUng. 


Par of 
Exchange. 


November 2. 


November 1. 


New York . . 


Dollars to £ 


4-86} 


3 -441-3 -454 


3-431-3-45 


Montreal 


Dollars to £ 


4-861 


3-80-3-82 


3-80-3-82 


Paris .. 


Francs to £ 


25 -221 


54-25-54-80 


54 -30-64 -56 


Brussels 


Francs to £ 


25-22} 


51 -35-51 -80 


51.35-51-65 


Italy .. 


Lire to £ 


25-22^ 


93-50-94-25 


93-00-94-00 


Berne . . 


Francs to £ 


25-22i 


21-95-22-06 


21-90-2200 


Athens 


Drach. to £ 


2522* 


35-75-37-00 


36-00-37-00 


Helsingfors 


Marks to £ 


25 -224 


155-160 


162-160 


Madrid 


Pesetas to £ 


2522* 


24-85-25-00 


24.86-24.96 


Lisbon 


Pence to escu. 


53id. 


9-10 


9-9i 


Amsterdam . . 


Florins to £ 


12- 10 


11-28-11-32 


ll'29-ll-32 


Berlin . . 


Marks to £ 


20-43 


270-275 


264r-270 


Vienna 


Kronen to £ 


24-02 


1,100-1,150 


1,050-1,150 


Prague 


Kronen to £ 


24- 02 


300-226 


295-306 


Warsaw 


Marks to £ 


20-43 


1,100-1,150 


1,050-1,150 


Bukarest 


Lei to £ 


25 -22 J 


215-217 


214-216 


Christiania . . 


Kroner to £ 


18-159 


25-50-25-70 


25-30-25-60 


Stockholm 


Kroner to £ 


18-159 


17-75-17-86 


17-69-17-79 


Copenhagen . . 


Kroner to £ 


18-159 


25-25-25-60 


25-20-25-40 


Alexandria 


Piastres to £ 


97i 


97A 


97A 


Bombay 


Ster. to Rup. 


24d. 


l/7*-l/7i 


l/7t-l/7i 


Calcutta 


Ster. to Rup. 


24d. 


l/7f-l/7l 


l/7f-l/7J 


Madras 


Ster. to Rup. 


24d. 


vn-vn • 


1/71-1/71 


Hong Kong . . 


Ster. to Dols. 


— 


3/lOi-lli 


3/104-iH 


Yokohama . . 


Ster. to Yen 


24-43 


2/llJ-lli 


2/llJ-lll 


Shanghai 


Ster. to Tael 


— 


5/2-5/3J 


5/2-5/3J 


Singapore 


Ster. to Dols. 


— 


2/3U-2/4 


2/3|,-2/4 


Manila 


Ster. to Dols. 


24-066d. 


2/7i 


2/74 


Rio de Jan. .. 


Pence to Mil. 


16d. 


Holiday 


12A 


B. Aires, T.T. 


Pence to Dols. 


47-68 


55-65i 


56-55i 


Valparaiso, 90 










days 


Pence to Peso 


18d, 


— 


lOJ 


Montevideo T.T. 


Pence to DoU. 


51 d. 


— 


66-57 


Mexico 


Pence to Dols. 


— 


33d.-35d. 


33d.-35d. 
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RATES OF EXCHANGE. 
The Economist, Jxme 11, 1921. 



London on 




Usance. 


Par. 


BAte, June 11, 
1920. 


Bate, June 8, 
1921. 


Rate, June 10, 
1921. 


Paria . . 


Francs to £1 


T.T. 


25-221 


5200-05 


46-70-75 


47-20-25 


Berlin 


Marks to £1 


T.T. 


20-43 


15^159 


247-248 


263-254 


Vienna 


Krone to £1 


T.T. 


24 02 


535-555 


1,650-1,700 


1,600-1,700 


Prague . .. 


Krone to £1 


T.T. 


24 02 


165-175 


264-268 


263-268 


Warsaw 


P. marks to £1 


T.T. 


20-43 


680-700 


3,950-4.000 


4,700J 


Bukarest 


Lei to £1 


T.T. 


25-221 


180-185 


234-236 


235-240 




Piastres to £1 


T.T. 


110 


— 


•508-528 


633-553 


Sofia . . 


Levas to £1 


T.T. 


25-221 
25-221 


— 


315-325 


820-330 


Belgrade 


Dinas to £1 


T.T. 


— 


120-126 


123-128 


Amsterdam .. 


riorin to £1 


T.T. 


12-107 


10-88-i>3 


U- 31-32 


11-36-38 


Brussels 


Francs to £1 


T.T. 


25 -22* 
18 159 


48-25-30 


46-70-75 


47-30-35 


Cbristiania .. 


Kroner to £1 


T.T. 


22 11-16 


25-47-50 


25-58-€3 


Stockholm . . 


Kroner to £1 


T.T. 


18-159 


18-05-10 


16-88-90 


16-85-90 


Copenhagen . . 
Helsingfors .. 


Kroner to £1 


T.T. 


18 159 


23-35-40 


21-85-87 


21-93-98 


F. marks to £1 


T.T. 


25-221 


90-95 


200-205 


214-217 


Oreece 


Drachnue to £ 


T.T. 


25-22* 


33 00-25 


62-75-63-00 


61-60-62-00 


Italy . . 


Lire to £1 


T.T. 


25-22* 


70-25-50 


74*-* 


22-18-28 


Switzerland .. 


Francs to £1 


T.T. 


25 -22 J 


21-60-71 


22-20-23 


Madrid 


Pesetas to £1 


T.T. 


25-22* 


23-91-96 


29-64-66 


29 07-12 


Lisbon 


Pence to mils. 


T.T. 


53id. 


12*-13 


6—6* 


71-8 


Alexandria .. 


Piastres to £1 


Sight 


97* 


97i-97f 


•97J-97i 


97*-97i 


New York .. 


Dollars to £1 


4-86f 


3 -951-96 


3 * 89*—* 


3-721-73* 


Montreal . . 


Dollars to £1 


Cable 


47-"^ 


4-49-50 


4-35-36 


4-1^18 


Buenos Aires 


Pence to dols. 


T.T. 


58f-58* 


44^1-* 


45-45* 


Rio de Janeiro 


Pence to mils. 


90 days 


16 


16ii 


42^-42* 


8rk 


Montevideo .. 


Pence to dols. 


T.T. 


61 


591-60 


42i-43* 


Valparaiso .. 


Pesos to £1 


90 days 


13-38 


llVit 


35-00 


34-80 


Lima . . 


Eng. to Per.£l 


90 days 


Par 


20 % dis. 


* % prem. 


1 % prem. 


Calcutta 


Ster. to rupee 


T.T. 


^ lOto 


2s. Od.-*d. 


Is. 3id.-3|d. 


Is. 3fd.-3id. 


Bombay 


Ster. to rupee 


T.T. 


y Gold 


28. Od.-*d. 


l8.3*d.-3 d. 


18. 3|d.-3|d. 


Madras 


Ster. to rupee 
Ster. to dollar 


T.T. 


J Sovn. 


2s. Od.-id. 


ls.3*d.-3 d. 
2s.5}d.-6*d. 


Is. 3*d.-3*d. 


Hong Kong . . 


T.T. 




3s. 8d.-9d. 


28. 6id.-71d. 


Shanghai 


Ster. to tael 


T.T. 


— 


4s.9d.-48.10*d. 


38. 2d.-4*d. 


38. 3d.-51d. 


Singapore . . 
Yokohama . . 


Ster. to dollar 


T.T. 


— 


28. 3|Jid.-SJd. 


2s.3^Jd.-^2d. 


2s. 3?|d.-|',d. 
28. 6*d.-id. 


Ster. to yen 


T.T. 


24Hd. 


2s. 61d.-7d. 


28. 5*d.-fd. 


Manila 


Ster. to dollar 


T.T. 


24-066 


2s. bid* 


2s. 2*d.* 
30*d.* 


2s. 2*d.* 
30id.* 


Mexico 


Pence to dols. 


T.T. 







* Bate for previous day. 



t Pence to peso. 



t Sellers. 



The first of these tables gives the London Course of Exchange, 
which, prior to January, 1921, appeared in our newspapers on 
Wednesdays and Fridays. This list gave the rates of exchange 
on the most important foreign centres quoted in the London Foreign 
Exchange market held on the previous day. The second table 
appears in TJie Times daily, and gives the range of quotations ruling 
in London for remittances to foreign centres during the day prior 
to publication, the rates being handed, at the close of business, 
to TJie Times City Editor by one of the London foreign exchange 
bankers. This table has now taken the place of the Foreign Ex- 
change Table which for many years appeared in The Times, giving 
the rates of exchange quoted by foreign centres on London, as 
cabled from the foreign bourses on the previous day. The Economist 
table is a model example of the type which is usually published 
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in the financial papers at the present time. The student will note 
the similarity hetween the two last tables, but a difference exists, 
the introduction of a column specifying the vsance, and also the 
inclusion of the rates on the Balkan Centres in the more recent 
list. No further reference wiU be made to this table, as the quota- 
tions will be readily understood after a perusal of the explanation 
of the Foreign Exchange Table given below. 

The Foreign Exchange Table. — This list is almost self-explana- 
tory, but one or two points call for attention. Merely remarking 
that the rates for two successive days are given for comparison, 
we note that for most places a double quotation is given. 

The Dixuble Quotation, — This double quotation represents the 
limits of buyers' and sellers' prices, or the turn of »the market. 
At one price bankers will sell, and at the other they will buy. The 
actual rate, however, at which business is done depends on the 
magnitude of the operation, on the keenness of the bargaining, 
and on other considerations, the chief of course being the relation 
between the demand for, and the supply of bills. A heavy demand 
and a short supply sends prices up ; a redundant supply coincident 
with weak demand brings prices down. In the latter case, brokers 
may be glad to sell at low prices in order to do business. 

Rates in Foreign Money, — It will be seen that the important 
centres are quoted in foreign units per £1, and in these cases the 
dearest rate will be the one in which least foreign units are given 
I^er £1. This lower rate is the banker's selling rate ; he will buy 
biUs at the higher rate, asking more foreign currency for a sovereign. 

Par of Exchav/ge Column. — ^This column enables us to see at 
a glance whether the rates are favourable to this country or not, 
and for this purpose we must keep in mind our maxim that " High 
rates are for us, and low rates against us." Therefore, if a rate 
given is in foreign money, and is over the Mint Par, it is in favour 
of Britain, and vice versa. From the table, it is seen that the New 
York, Montreal, Berne, Madrid, and Stockholm rates are all against 
us, whereas the Berlin, Vienna, Helsingfors, Prague, Warsaw, and 
Bukarest rates are overwhelmingly in our favour. The rate on 
Petrograd is altogether omitted. These rates as a whole reflect 
in startling fashion the economic ruin left by the war. 

Roiles in Sterling per Foreign Unit, — The rates on Lisbon, the 
East, and South America are quoted in pence and shillings per 
foreign unit. In this form of quotation, the most favourable rates 
for this country are those where the foreign coin exchanges for 
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less than its par value in our money. '' Low rates are for ns," 
so the rates on India are in our favour, but those on Bu^ios Aires, 
Yokohama, and Manila are against us, since they are quoted above 
the par of exchange. 

No comparison can be made with the Mexican, Hong Kong, 
Shanghai, and Singapore rates, because no Mint Par is given for 
these places. No Mint Par is given because these centres have 
a silver, not a gold standard currency, and a Mint Par cannot be 
established between gold and silver, the value of thdr currency 
in our money being determined by the market price of silver. 
The omission of rates for November 2nd on Valparaiso and 
Montevideo indicates the absence of quotations en those places 
on that date. 

Classes of Rates. — Except in one or two cases, no indication is 
given in this table as to the class of remittances for which the rates 
are quoted. Unless otherwise indicated, the rates are for cable 
or telegraphic transfers, which, since they obviate the risk and 
delay incidental to other modes of remittance, are being increasingly 
used for international payments. The Valparaiso rate, when quoted, 
is, as indicated, for bills payable in Valparaiso 90 days after 
purchase in London. 

We are now in a position to understand the letterpress at the 
head of the table, and will consider each item step by step. 

The New York exchange rose I c. to 3*45| dollars. Bearing in 
mind the maxim that " High rates are for us," we understand by 
this phrase that the American exchange moved slightly in our 
favour, seeing that 1 cent more U.S. currency had to be given for 
our £1 than before. 

Francs depreciated in value. A thing depreciates when more 
of it can be bought for a given unit than before. Here more 
francs could be obtained per £1 than before. Consequently, the 
rate on Paris in London rose in our favour, as will be seen by com- 
paring the quotations given for the two dates. 

The lira also weakened to 941. 12 J c. A coin "weakens" when 
it falls in value as compared with some other coin for which it is 
exchanged ; in this case the £L More Italian currency had there- 
fore to be given for our sovereign, and so the rate rose in our favour. 

Marks were again offered, the rate closing at 274|. The price of 
bills or remittances is the result of demand and supply; so that 
if a currency is oifered, supply must exceed demand, and more is 
given per £1 to effect sales than would be given had the pull of 
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the market been in the other direction. The German rate therefore 
advanced in our favour, and against Germany. 

Polish marks and Austrian kroner also fell further, closing at 
1,126 to the £ in each case. The words *' fell further" in this 
sentence refer to the value of the coins indicated and not to the rtxte 
The sentence means that these currencies went down in value, 
and therefore the rate tvent up, and in our favour, as will be seen 
by comparing the quotations for the two dates. 

The Course d! Exchange Table.— The difference between the old 
Course of Exchange table and the one just dealt with is evident, 
the former list being far less imposing than the other, and rates 
only on the most important centres were quoted. This is due to 
the fact that whereas all financial centres in the world have been 
long accustomed to draw and sell bills on London, few bills, com- 
paratively speaking, have in the past been drawn by London on 
other places, the consequence being that the rates of exchange 
on London are far more important to foreign than to British 
merchants. 

Method of Quoting, — The Course of Exchange table indicates 
the nature of the remittance, but offers no explanation of the meaning 
of the figures in the quotation. In order to assist the student, 
the meaning of each rate has been added in a fifth column. The 
rates quoted are in foreign money per £1, with the exception of 
the three months' rate on Spain, ai^d the rates on Lisbon, Oporto, 
Buenos Aires, and Rio, which are quoted in pence per foreign unit. 
With one or two exceptions, the rates quoted are for cable remittance, 
which, as previously explained, is the most expeditious, but most 
expensive mode of making payments abroad. For rates in foreign 
money, the higher the rate the more foreign units are obtained 
per £1 in London, and therefore the cheaper the form of remittance. 
Bearing this in mind, we see that the three months' rates on Paris 
and Switzerland are cheaper than the cable rates to the same 
countries, and this accords with our previous reading that a long 
dated bill is cheaper than a short bill, because the holder has to 
lose interest while he waits for his money, and shoulder whatever 
additional risk attaches to that form of remittance. 

The DovAle Quotation, — The two quotations given here do not, 
as in the Foreign Exchange table, represent buying and selling 
prices, but are ttvo separate quotations for two distinct classes of bills 
or remittances, the extent of the difference depending on the kind 
of bill or remittance. 
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Cables, — Remittances by cable are made by bankers to their 
agents abroad, on receipt of instructions from merchants and 
others. The rate charged and used by the banker depends on 
several considerations, chief of which are demand and supply as 
reflected in the rates of exchange, competition of other bankers, 
ability profitably to cover his foreign agent making the payment, 
and the importance of his customer. But, in addition to all this, 
the banker naturally charges a higher rate per £1 for making 
a small than for making a large remittance, because the trouble 
and expense of sending and confirming the cablegram is the same 
in either case. Subject to the considerations already referred to, 
the cheaper rate is therefore for large remittances, and the dearer 
(or lower rate in foreign money) is for small remittances. Thus 
Fes. 64 -90 are wired for a £1 if the operation is large, but only 
Fes. 64 •60 if the operation is small. 

Cheques, — ^The rate quoted under this heading for Belgium is 
intended to cover all bills from those due on demand to those due 
in ten days' time. The latter are the cheaper, as some small amount 
of interest is lost while the bills are maturing, and this must be 
allowed for. The dearer rate for demand drafts is therefore 
Fes. 51*60 per £1, i.e. the lower rate in foreign money. For the 
same reason, a slight difference is noticeable in the New York 
quotations, but for New York the demand rate is the cheaper and 
the cable the dearer rate. Why ? 

Long Rate or Three MorUhs' Rate, — This rate is quoted for three 
centres only, viz. Paris, Switzerland, and Spain, and represents the 
rates for bills payable in the foreign country three months after 
purchase in London. The rates quoted for these bills are cheaper 
(i.e. higher in foreign money) than those for cables, for the recusons 
previously given. The double quotation covers the two classes 
of bills, the dearer rate being for bank and financial paper, and 
the cheaper rate for trade bills. 

Paris, three months, 66 -36 (Bank paper), 66 -65 (Trade paper). 
Spain, three months, 46 J (Trade paper), 47 (Bank paper). 

The Spanish rate being quoted in pence per five pesetas, the lower 
rate is the cheaper. 

The double Spanish quotation is peculiar, the cable rate being 
quoted in foreign money, and the long rate in pence. The reason 
for this is to enable London merchants to make comparison more 
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easily, as Spain quotes the short rate on London in pesetas 
per £1. 

As in the Foreign Exchange table, most of the rates quoted here 
are for cable remittances. Remitters prefer the speed, security, 
and ease of remitting by cable to the longer, riskier, and more 
troublesome method of payment by bill, and the tendency to 
relegate the settlement of international debts to banks and 
financial houses and their agents abroad is becoming more and 
more pronounced. 

The letterpress accompanying this table is not difficult to under- 
stand. The student should note carefully the rates which are 
referred to as moving in favour of this country. These fall into 
two groups : those which are quoted in sterling and those which are 
quoted in foreign money, and the two groups move in an opposite 
direction to each other. The rates on France, Italy, Germany, 
Denmark, Finland, and Athens, being in foreign currency, went 
up ; those on Buenos Aires and Rio, being quoted in our money, 
went down. The second part of the letterpress indicates that the 
currency units of the countries enumerated increased in value. 
As these rates are all quoted in foreign cm-rency, our sovereign, 
therefore, decreased in value, and the rates moved against us, 
i.e. in a downward direction. 

Students should make a point of familiarizing themselves with 
the appearance and phraseology of Foreign Exchange lists, and 
should consider each quotation in them in the light of the explana- 
tions so far given in these pages. 

Rates of Exchange at Foreign Centres. 

The following tables of the rates of exchange quoted in foreign 
centres are tal^en from the Economist, and from a French newspaper, 
and are reproduced here to enable the student to compare them with 
the two lists already considered. 

In most cases the lists are self-explanatory, but where necessary 
a slight explanation of the meaning of the rates is appended. The 
student is advised to study the lists carefully, noting whether the 
rates quoted are favourable or not to the countries concerned. In 
all cases the maxims given for buying and selling bills apply, but 
care must be taken to see whether the quotations are in the home 
or in a foreign currency. These lists will be found useful when 
calculations involving the purchase and sale of bills on foreign 
centres have to be considered. 
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THE PARIS COURSE OF EXCHANGE. 
Cours des Changes* Explanation of Rate, 



Francs and centimes per £1 

100 L 

100 florins 
100 lira 
», dollar 

100 milreis 



Londres . . 


66'27i 


57-66 


Espagne . . 


221J 


223 


HoUande . . 


603 


508 


Italie 


58 


58i 


New York 


16 -55^ 


17- 19 


Portugal 


224 


— 


Petrograd 


— 


— 


Suisse 


256i 


263J 


Danemark 


224 


224} 


Suhde 


317 


324f 


Norv^ge . . 


221 


227 




13-98 


— 


Bruxelles 


106 


106 


Argentine 


560 


— 


Br^sil . . 


— 


— 


Gr^e 


154i 


— 


Allemagne 


20 


20 


Vienne 


6i 


5i 


Roumeuiie 


25J 


25J 



100 francs (Swiss) 

100 kroner 

100 kroner 

100 kroner 

dollar 

100 francs (Belgian) 

100 dollars 

100 drachmae 
100 marks 
100 kronen 
100 lei 



The last column has been added to the table to explain the 
meaning of the rates, and a perusal of this will show that the French 
method of quoting is a fairly homogeneous one, the principle being 
adopted of giving the value in francs of 100 units of the foreign 
currency, except for London, New York, and Canada. It should 
be noted that the currency units of these three places are large in 
comparison with the franc, and so necessitate a variation from the 
general principle of quoting adopted by the French. 

The double quotation is the buying and selling rate respectively, 
and, as Paris brokers sell at the higher rate in their own currency, 
and buy at the lower rate, the first column gives the bujring prices 
for bills. 

From the list, it appears that all the rates are against France 
except those on Italy, Germany, Vienna, and Rumania. The rate 
on Petrograd is omitted altogether. 

Between countries which belong to the Latin Monetary Union, 
and which therefore have the same currency unit, the exchange is 
sometimes referred to as being either at a premium or a discount* 
The Mint Pars are expressed as 100 = 100, e.g. 100 lire (Italy) 
= 100 francs (French) = 100 francs (Swiss) = 100 francs (Belgian). 

The Belgian exchange in Paris is therefore at a premium of 6 %, 
and the Swiss at a premium of 156-6 %. The French exchange 
in those countries would be quoted at a corresponding discount. 
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The Italian exchange stands at a discount of 42-41^ % and the 
Italian exchange on Paris is therefore at a corresponding premium. 

Most of the rates quoted in the Paris Course of Exchange are . 
for telegraphic transfers, or for cable remittances, as in the case 
of the London Course of Exchange. 

THE NEW YORK RATES OF EXCHANGE. 
December 10, 1920. 







Par 
Level. 


Rate, 


Rate, 


Rate, 


Rate. 


New York on— 




Dec. 11, 


Nov. 18. 


Dec. 3, 


Dec. 10, 






1919. 


1920. 


1920. 


1920. 


London — 














60 days ^ 






r3-6175 


3 • 3525 


3*4225 


3-3825 


Cable y 


Dollars lor £1 


4-8665 


-(3.68 


3-44 


3-49 


3-49 


Cheques J 






\ 3-6725 


3-4125 


3-4825 


3-4425 


Paris cheques 


GentB for 1 franc 


5 18i 

5i8i 


11-77* 




607 


6^87 


Brussels , 


Cents for 1 franc 


11- 27* 





6-43 


6-21 


Switzerland „ 


Ccntfl for 1 franc 


5 18i 
5-18I 
23-83 


5-23* 


— 


35-67 


15-48 


Italy , 


Cents for 1 lire 
Cents for 1 mark 


13-60t 
2-10 


— 


3-6.550 
1-43 


3-52 
1-345C 


Berlin , 


Vienna „ 


Cents for 1 krone 


20-20 


•060 


-133 


•031 


-030 


Madrid 


Cents for 1 peseta 


l»-30 


19 375 


1300 


13 05 


12-81 


Amsterdam „ 


Cents for 1 guilder 


40-10O 


37-30 


30-49 


30-625 


30-50 


Copenhagen ... „'\ 






ri7-60 


13-50 


13-80 


14-70 


Christiania V 


Cents for 1 kroner 


26-80 


-l 19-50 


13-50 


13-80 


14 10 


Stockholm J 






L20-80 


19-40 


19-43 


19-30 


Athens , 


Cents for 1 drachma 


10-30 


15 00 


9- 15 


8*43 


7-50 


Montreal „ 


Cent« for Can. $1 


100 




89-25 


87-88 


86-50 


Yokohama , 


Cents for 1 yen 


49-85 


50-50 




50 20 


49-70 


Hong Kong „ 


Cents for H. Kong $ 


— 


100-75 


66-75 


6000 


63-00 


Shanghai „ 


Cent« for 1 Shng. taei 


— 




88-50 


79-75 


70-50 


Calcutta 


Cents for 1 rupee 


— 


— 


28-00 


2600 


24-50 


Buenos Aires . . ,, 


Gold pesos for $100 


103-65 


10-2 


134-25 


127-00 


124-50 


RiodeJanehro . „ 


Cents for 1 milreis 


32-42 






18-15 


16-67 


Valparaiso „ 


Cents for 1 peso 


20-60 


19 00 


— 


1600 


14-90 



♦ Francs for |1. 



t Lire for $1. 



The ahove table shows the rates of exchange quoted in New 
York on various centres. The rates are all for cheques or bills on 
demand, except in the case of the London rate, for which three forms 
of remittance are specified. The dearest of these is the cable rate, 
as more dollars are demanded for each £ payable in London by 
cable transfer than for either demand, or 60-day bills. 

The third column gives the Mint Par values with gold standard 
countries, and a comparison of the rates with these values will indi- 
cate whether the exchange is favourable or not to the United 
States. No par is quoted with the silver standard countries, for 
the reason already given. 

The rates for three weeks, and also for the corresponding period 
last year, are given for comparison. 

The method of quoting is the same for all centres except London 
and Buenos Aires, and the values are given in cents per foreign 
unit. It is, however, instructive to note here that the rates on 
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France, B^giuniy Switzerland, and Italy have only beoi quoted 
in this way since the beginning of December 1920. Previous to 
. this date, the rates were given in francs and lire per dollar, but aU 
the rates have now been brought into line except the two previously 
mentioned. The compilers of the list have, however, omitted to 
change the quotation of the '' Par Level " for these countries to 
suit the altered method of quoting, the figures 5* 1825 indicating a 
par of 5-1825 francs (etc.) = 1 dollar. In subsequent lists the 
mistake has been rectified, and those now quoted (June 1921) show 
the par as 19-30 cents per franc. The London quotation is likely 

Colonial Bates of Exchange. 

SOUTH AFRICAN EXCHANGE RATES. 
The South African banks quote the following rates of ezchcuige : — 





Union of South Africa. 


Union of South Africa. 


From Nov. 29, 1920. 


From Nov. 29, 1920. 


London on Sonth Africa. 


South Africa on London. 


Buying. 


Selling. 


Buying. 


Selling. 


Discount. 


Discount. 




Premium. 


T.T. 
Demand 

30 days 

60 days . . 

90 days . . 
120 days . . 


6"% 
9% 


4i% 


4i % prem. 
H % prem. 
2J % prem. 
2 %prem. 
1 % prem. 
par 


5i% 
5J % to 6J % 
41% 
4i% 
4J% 



OVERSEAS DOMINIONS RATES. 

COMMONWEAIiTH OF AuSTBAIilA AND DOMINION OF NeW ZeALANP. 





London on Australia and 


Australia and New Zealand 




New Zealand. 


on London. 


Buying. 


Selling. 


Buying. 


Selling. 1 


Aus- 


New 


Aus- 


New 


Aus- 


New 


Aus- 


New 




tralia. 


Zealand 


tralia. 


Zealand 


tralia. 


Zealand 


tralia. 


Zealand 


T.T 


















Sight 




— 


— 


— 


— 


— 


— 


— 


- — 


Cable 




— 


— 


par 


par 


101 


— 


102 


102 


On demand 




97 


97 


par 


par 


100 


99 


101 


101| 


30 days 




961 


96J 




— 


99 


98i 


101 


lOOJ 


60 days 




95| 


95} 


— 


— 


99 


98 


lOOJ 


lOOf 


90 days 




95i 


95} 


— 


— 


98 


97* 


100 


100 


120 days 




— 


— 


— 





97 


97 


— 


— 


5 months' sight . 




— 


— 


— 


— 


97; 


— 


— 


— 


6 months* sight . 




— 


— 


— 


— 


96i 


— 
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to remain as it is for two reasons (a) because the £ is rather a large 
unit, (6) to facilitate comparison with the rate quoted in London. 

The two tables given on p. 58 show the rates between London and 
the Union of South Africa, the Commonwealth of Australia, and 
Dominion of New Zealand, where English currency is legal tender 
The Mint Par in all cases is £100 = £100, and as in the case of the 
countries within the Latin Union, the exchange is quoted at a 
premium or discount per cent. The rates are quite easy to under- 
stand. It should be noted that the London rates on the Colonies 
are chiefly at a discount, whereas the Colonies quote London at a 
premium. Two rates are quoted, buying and selling, the latter 
being the higher rate, as it is charged by bankers and others for 
making remittances. Several kinds of remittances are quoted, the 
dearest rates being those for T.T.'s, or demand drafts. 

From the lists we see that London bankers were buying bills 
on demand on Australia at £97 per £100, or at a discount of 3 %, 
and «New Zealand bankers were selling bills on demand on London 
at a premium of If %. The South African rates are simply quoted 
at a premium or at a discount. London bankers were selling demand 
drafts on South Africa at a discount of 4| %, that is, a £100 demand 
bill realised £96J. On the other hand, a 60-days' bill on London 
for £100 was bought in South Africa for £102, or at a premium of 
2 %. The rate quoted at " par " indicates that £100 in one placo 
purchases the right to £100 in the other. 
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THE SOUBCES OF INTERNATIONAL INDEKTEDNESS AND 
THEIR EFFECT ON THE EXCHANGES— THE INFLUENCE 
EXERTED BT INTERNAL CONDITIONS OF CURRENCY 
AND CREDIT UPON A COUNTRY'S EXCHANGE 

In this chapter we shall consider the contributory sources of inter- 
national indebtedness and their effect upon exchange movements, 
and also the influence of the internal state of a country's currency 
and its general credit upon its monetary relationshi][)s with other 
countries, as indicated by the rates of exchange. 

The aggregate amount of debts owing at any moment by two 
nations to each other is made up in several ways. Of these, that 
portion of the aggregate debt actually resulting from the buying 
and selling of goods is by far the most important, but there are 
several other factors which are scarc^y less vital in their influence 
on international exchange. At the outset, however, it must be 
said that the total amount due from one country to another at any 
particular moment, has no immediate effect upon the prevailing 
rates of exchange. France may, in the aggregate, owe Great 
Britain one thousand million pounds, and Great Britain may owe 
France no more than the same number of jjence, but, if the debts 
are not to be settled till this day next year, they can have no 
influence on the rate of exchange between Paris and London to-day, 
or this day next week. It is not the aggregate indebtedness that 
affects the rate of exchange between any two countries ; it is that 
portion of it which is immediately arising for settlement ; that 
portion which the debtors of both countries endeavour to settle 
immediately by seeking means to remit. 

It is unnecessary to repeat that if, for example, French debtors 
are clamouring for ten million pounds' worth of bills on London, 
in order to discharge debts immediately due for payment in London, 
and the market can afford no more than one million pounds' worth, 
then the price, or the rate of exchange, of the one million pounds' 
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worth of bills (if nothing is done to remedy the deficiency) will be 
^uch higher than it would be if the whole demand for bills could 
be met. It is clear, also, that if gold were easily available in 
sufficient quantities to allow the nine millions of debts uncovered 
by bills to be remitted in gold, then the price of the one million 
pounds' worth of bills could not soar above the French exi>ort 
specie point, because no French debtor would buy a bill at a higher 
rate of exchange than he could realise by remitting gold. 

It is therefore reasonable to assume that, if every country 
with a gold standard possessed a sufficient stock of gold to cover 
both its internal requirements for currency and credit, and also 
any external demand that might arise ; and if no obstacles were 
placed on the movements of gold, so that it flowed freely to and 
fro amongst the nations, according to whether each country had, 
on balance, to receive gold or to pay gold ; then the oscillations 
of the prices for bills, or the rates of exchange, would everywhere 
be confined within the limits of the export and import specie points. 

But a root fact in the present economic condition of the world 
is that, with the exception of the United States, no country has 
anything like a sufficient stock of gol4, and in no country is the 
movement of gold unrestricted. Debts, however, must be paid ; 
means of remittance must be found ; so that when gold is unavailable, 
settlements must be effected by the use of bills or other forms of 
remittances, and the prices for them will rise and fall unfettered 
by the salutary check imposed by pa3rment in gold. 

The sources of international indebtedness, each influencing the 
supply of, and demand for, bills and remittances, and so affecting 
rates of exchange, may be summarised under four main heads, 
viz. (1) Trade Conditions, (2) Stock Exchange Transactions, (3) 
Banking Operations, and (4) The internal state of a country's 
cunrency and its general credit, which powerfully affect the rate 
at which it can exchange its currency with that of other countries. 
As London is the most important financial centre, it will be ad- 
vantageous to consider the influences which react on the demand 
for and supply of remittances to London in other countries. 

(1) Trade GkMlditioilS. — These comprise (a) the importation, 
(6) the exportation, (c) the carriage and insurance of goods, together 
with (d) miscellaneous services connected with the purchase, sale 
and payment of the goods imported and exported. 

Demand, — A demand for bills on London arises to enable foreign 
importers to pay (1) our merchants and manufacturers for goods 



Digitized by 



Google 



02 THE PRINCIPLES AND ARITHIIETIC 

impplied by ns ; (2) oar shippiiig and insimuioe companieSy and 
txroken for the freight and insaranoe of the goods ; (3) our m^t^hants; 
brokers, accepting houses, and hankers for conunisaion, brokerage, 
and interest on snch mercantile bnsineBB as is transacted for f <NPdgn 
account, and (4) other countries fcM" goods imported from them 
and services rendered by them which are settled by bills <m Lcmdon. 

Supply, — ^The supply of bills on London is furnished by foreign 
merchants and exporters of goods to this country, who draw (1) for 
the shipments made to our importers, including the cost of freight 
and insurance, (2) for the cost of any of the miscellaneous services 
comprised under (d) above, which they undertake for British 
account ; and (3) by arrangement with London accepting houses 
and banks, for the purpose of making payments to other nations 
for goods exported and services rendered. 

As remarked on page 12, a large part of the foreign trade of 
the world is conducted through British intermediaries, who have 
no direct concern with the actual goods bought and sold. Their 
only interest is in the commission they earn as buying or selling 
agents for the goods, or as carriers, or as insurers of the goods, or 
from financing the transapti(ms in the capacity of acceptors of 
the bills drawn in respect of the goods. Consequently, in con- 
sidering the influence of trade operations on the London exchanges, 
we have to look beyond the actual trade conducted by the United 
Kingdom on its own account, and include in our view much of 
the trade of foreign countries as well. 

An illustration will make this clear. In New York, the supply 
of bills on London is greatest in the autumn, because then the 
enormous cotton and grain crops of the States are shipped, and 
many bills are drawn to cover the shipments. A great part of 
this produce is bought by, and consumed in, this country, and 
is paid for by drafts on London ; but much of it goes to other' 
European countries, and this also is paid for by bills drawn on 
London, the foreign importers being liable for the amount of the 
bills plus commission, to the London acceptors of the drafts on 
their behalf. The result is, then, that, in the autumn, bills on 
London are plentiful and cheap in New York, and the exchange on 
London is in favour of the United States. But at other times of the 
year the tide turns, and the New York exchange is usually in favour 
of London. For then, owing to the large exports to the States 
of British manufactured goods, and to the number of bills accepted 
in London on behalf of U.S. importers of the products of other 
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nations, such as tea and silk from China, and manufactured goods 
from Germany and other European countries, the demand in New 
York for bills on London exceeds the supply. One of the effects 
of the war has no doubt been to impair London's activities as a 
financer of extra British trade, but the preference of the foreign 
trader for payment by a bill on London is still most marked, and 
it seems reasonable to suppose that in time the London bill will 
regain its former pre-eminence. 

Sufficient has been said, however, to demonstrate the fact that 
the demand and supply of bills on London is largely influenced 
by the trade conditions of other nations, and particularly of the 
European countries. Indeed, so important is this factor in reacting 
on our exchanges with the United States, that the " dollar sterling " 
exchange is nowadays frequently referred to as the " New York- 
Europe " exchange, and vacations in the trade conditions of Con- 
tinental countries are immediately reflected in the London-New 
York quotation. 

Invisible Exports, — ^The Board of Trade returns for this country 
annually disclose a large excess of imports over exports. Since 
imports are paid for by exports, we should expect to find, if we 
looked no farther than these figures, either that (a) the exchanges 
were usually against Great Britain, or (6) if the exchanges normally 
stood about par level, that there was, on balance, an annual efflux 
of gold from this country to compensate fyr the apparent deficiency 
of exports. Normally, however, the exchanges are favourable to 
Great Britain, and, so far from there being an efflux of gold, this 
country, on balance, actually imports gold. The solution to this 
apparent anomaly is to be found in the debts due to this country 
for what are termed Invisible Exports. These invisible exports 
have been referred to above as influencing the demand for and 
supply of bills. They comprise : — 

(a) The huge payments made by other nations for the services 

of our mercantile marine. The freight earned by our 
shipowners was estimated in 1913 at about £100,000,000 
annually. In 1920 this was valued at no less a figure 
than £340,000,000 annually! (see below). 

(b) The premiums paid to our insurance companies, brokers, 

and underwriters in respect of the insurance of goods 
exported from this country, and also in respect of marine 
risks undertaken for foreign account. 
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In the Board of Trade Returns, imports are entered at their 
C.I.F. value, but exports are entered at their F.O.B. value, so that, 
to afford a true comparison, the total of the exports should be 
increased by the freight and insurance charged in respect of them. 

(c) The payments due to our brokers, merchants, accepting 

houses, and bankers for brokerage, commission, and 
interest charged in connection with mercantile business 
transacted for foreign account. 

(d) The interest due to this country in respect of loans raised 

here by foreign countries, and the periodical repayments 
of the capital sums loaned. This is more fully considered 
under Stock Exchange Transactions, see pages 67, 68. 

It must always be remembered, when considering exchange 
rates between two countries at any particular time, that it is the 
balance of indebtedness immediately to be remitted on one aide 
or the other, which determines whether the exchange at that time 
is favourable or unfavourable to one or other of the countries con- 
cerned. All the chief commercial nations of the world become 
creditors of the other nations in respect of invisible exports, for 
all, in their degree, perform for other nations the services com- 
prised under that description. But in pre-war days, the balance 
from this source of indebtedness was so enormously in favour of 
this country, that it mo^e than redressed the apparent discrepancy 
between the values of the goods actually imported and exported. 
From the point of view of the exchanges, it matters nothing whether 
debts become due to a country from the sale, or from the insurance 
of goods ; whether payments are for money lent, or for services 
rendered. 

Although the favourable position occupied by Great Britain 
has, for the reasons given on p. 126, been much modified by the 
War, yet to those who have the commercial ascendancy of our 
country at heart it is matter for gratification that a note of con- 
fidence in the nation's recuperative powers, and of hope for the 
future, is being sounded by our foremost financiers and business 
men. That this confidence is not misplaced would seem to be 
clearly indicated by the following figures taken from the Board 
of Trade Journal, wherein it is calculated that the net balance 
of trade in 1920, in favour of the United Kingdom, was no less than 
£164,700,000. This result is arrived at by taking imports and 
exports at their values as declared in the ordinary monthly trade 
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returns, and by offsetting against the excess of visible imports 
thus shown, the income derived from interest and services, i.e. 
the return from our "invisible exports." 

TRADE POSITION IN 1920 

Imports of merchandise £1,936,800,000 

Exports „ ,1,558,000,000 

Excess of imports of merchandise . . . . . . 378,800,000 

Excess of exports of bullion and coin . . . . 43,500,000 

Excess of imports (i.e. adverse " visible trade balance ") 335,300,000 

" Invisible " Exports : — 

Interest from foreign invest- 
ments £120,000,000 

Income from shipping services 

(net) 340,000,000 

Profits from banking and other 

services 40,000,000 

500,000,000 

Net balance in favour of this country . . . . £164,700,000 

Effect of the Exchanges on the Direction of Trade, — Whilst trade 
conditions are paramount among the influences which cause varia- 
tions in the rates of exchange, the direction of trade itself is most 
profoundly affected by changes in the rates at which remittances 
can be made on trade account. The exporter of goods to a foreign 
country must have some idea as to what amount he is likely to 
receive ; and the importer of goods as to what he will be called 
upon to pay. Frequent fluctuations, therefore, tend to restrict 
the operations of both importers and exporters. Specifically, the 
effect, in this connection, of a rise or a fall in the rate of exchange 
between two countries may be illustrated as follows : — 

Suppose, for example, that a merchant in Galveston, U.S., 
has exported cotton to Liverpool, and that he obtains payment 
by drawing a bill on London, and selling it to his bankers. In all 
probability, the price at which he contracted to sell the cotton 
was, among other considerations, based upon the prevailing rates 
gf exchange. If, in the meantime, the price of bills on London 
has risen, he will realise more than he expected, and make an extra 
profit ; whereas if the plge has fallen, he is likely aa not to be 

« 
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involved in loss. A rise in price, therefore, encourages him to 
export more, and to draw and sell more bills, thereby increasing 
the supply and lowering the price. A fall in price has the opposite 
effect ; exports are checked, the supply of bills is lessened, and 
their price tends to harden. 

The importer's interest is opposed to that of the exporter, since 
he has to buy biUs to pay for his goods. When, therefore, the 
price of bills rises, imports fall off and the demand ior bills is 
lessened. On the other hand, if the price falls, imports are 
encouraged, bills are demanded in increasing quantities, and their 
price rises. 

Influences are therefore constantly at work which tend to 
maintain the equilibrium between the exports and imports of a 
nation, and so stabilise rates of exchange in the neighbourhood 
of the Mint Par. If rates are adverse to a country, it means that 
the foreigner's money has a greater valtie in exchange than that 
of the country concerned. It is advantageous to buy goods from 
that country, but disadvantageous to sell goods there, and inasmuch 
as trade always seeks the best market, its direction is considerably 
influenced by the prevailing prices for the bills which it calls into 
existence. 

(2) Stock Exchange Transactions.— These comprise: (a) In- 
vestment, and (6) Speculation in International Stocks and Shares ; 
(c) The Issue of Loans ; (d) Payment of Dividends and Interest, 
and Be-payments of Capital. 

(a) Investment. — ^The growth, throughout the world, of Joint 
Stock Companies, whose capital divided into shares, or consolidated 
into stock, is freely transferable, and the institution in the chief 
cities of Stock Exchanges where stocks and shares can easily be 
marketed, has resulted in the capital of many of the world's chief 
corporations being held more or less internationally. An American 
citizen, for example, may hold a block of the shares of Vickers, Ltd., 
or of J. and P. Coats, Ltd., or a Frenchman may be the owner 
of stock in an American railway. Similarly, the national debts 
of the nations provide a wide area for international investment. 
A purchase of British securities on the London Stock Exchange 
for foreign account, or a sale in New York of U.S. securities for 
British account, creates a debt due to London ; a sale of British 
securities in London for foreign account, or a purchase abroad of 
foreign securities for British account, creates a debt due from 
London. The settlement of such debts occasions a demand for 
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bills just as does the settlement of debts incurred for goods bought, 
and has also a similar effect on the exchanges. Operations of 
this kind on a large scale may cause a sharp rise in exchange rates, 
as was the case in October, 1917, when the continued selling of 
American securities by Britain and Germany caused the American 
exchange to rise rapidly. 

(6) Speculation, — Opposed to bond fide investment, there is 
always a certain amount of international speculation in stocks 
and shares. Prior to the war, this was particularly noticeable 
in connection with certain American stocks ; dealings in futures 
and options through New York brokers being found very attractive 
by a section of the British public. International speculation 
increases the supply of and demand for bills, beyond that which 
in the ordinary course arises from pure investment business, but 
as it is spasmodic in character, its effect on the exchanges is erratic. 

(c) The Issue of Loans, — In past years enormous sums have 
been raised in London by foreign States, particularly by those 
States requiring capital to develop their natural resources. Where 
the loan is taken not in cash, but in the form of machinery and 
of other manufactures, the actual loan itself has no immediate 
effect upon the exchanges, since the proceeds are distributed 
amongst the suppliers of the goods. If, however, the loan is utilised 
for buying foreign goods, or if the proceeds are taken in gold, as, 
for example, to provide backing for an internal paper currency, 
or to strengthen the gold reserve, then bills are drawn on London 
by the supplying or the borrowing State, and the exchange on 
London is adversely affected. Thus Brazil may float a loan in 
London, and may spend the money on the purchase of machinery 
and munitions in Germany. Payment is obtained by drawing 
bills on London, which have the effect of influencing the German 
exchange against us. In pre-war days, the aggregate amount of 
British capital invested abroad was estimated at as high a figure 
as £3,000,000,000, but much of this has had to be transferred to 
the borrowing States and to other nations, to enable this country 
to finance itself during the War. As a result Britaifl is nowadays 
the creditor of the other nations of the world to a much less extent 
than she was prior to the outbreak of the War. 

Although the general effect on the rates of exchange is similar 
in all cases, there are several ways in which loans are negotiated 
in one country on behalf of another. Thus China may borrow 
huge sums in this country by inviting applications through London 
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financial houses for various forms of stock or bonds. The proceeds 
are then utilised by drawing bills against the accumulated funds, 
for making payments either in this country or abroad. Another 
method is to send bonds for sale in London, and at the same time 
to draw bills against the probable proceeds, using these bills to 
obtain immediate capital for disbursements. When the bills fall 
due they are paid oS out of the proceeds of the gradual sale of 
the bonds, which are held as security by the London accepting 
houses or financiers on whom the bills are drawn. 

War Indemnities are an important topic of discussion at the 
present time, and it is useful to note here that the payment of a 
war indemnity has the same effect as the issue of a loan. Thus 
the indemnity paid by China to Japan, after the war between those 
countries, was largely paid through London, and part of the proceeds 
was used by Japan to purchase ships from us^ whilst the remainder 
. was taken in the form of bills on London. {See also p. 257.) 

{d) Payment of Dividends and Interest, and Bepayment of 
Capital. — ^The raising of loans tends at the time to turn the exchange 
against the lending and in favour of the borrowing country. But 
the periodical payments of interest on the loans have the reverse 
effect. Foreign purchases of British stocks and shares exert a 
favourable influence on the London rate of exchange at the time 
of purchase, but the periodical remittance of dividends earned 
thereon to the foreign holders tends the other way. Conversely, 
!&itish purchases of foreign stocks, shares, and bonds, adversely 
affect the London rate of exchange at the time of paying for them, 
but the influence of. these transactions is wholly favourable to this 
country wJben the dividends and interest due in respect of the 
holdings are being received. The repayments of capital by a 
borrowing to a lending State, have at the time of the repayments 
an exactly similar effect on the exchange between the countries 
as the payments of interest on the borrowings, i.e. they tend to 
turn the rate of exchange against the borrowing and in favour 
of the lending State. 

(3) Bankum Optratioiis. — These powerfully affect exchange 
rates, particularly between the principal European centres, and 
may be summarised under the following heads : (a) The Issue of 
Letters of Credit,' and Circular Notes; (b) Arbitrage Operations; 
(c) The Demand for Bills by Bankers for purposes of Investment, 
(a) The Jss^iu of Leiiers of Credit, and Circular JVo^m.— Letters 
of credit tftke YftriQ\i§ forpis. In general ^hey are printed d<^\h 
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ments issued by bankers and accepting houses (thd gfi^tors), 
authorising the persons to whom they are issued {the grantees), 
to draw bills upon them within prescribed limits, and undertaking 
to accept and pay the bills so drawn, provided certain conditions 
laid down in the letter of credit are observed. Thus a British 
importer of foreign merchandise, say, from Brazil, will arrange 
with a London banker or accepting house to issue a letter of credit 
to the Brazilian exporter, which enables him, as soon as he has 
shipped the goods, to draw a bill of exchange for the value of the 
shipment on the accommodating banker or accepting house 
Possession of the letter of credit permits the Brazilian exporter 
immediately to sell his bill on the best terms to a Brazilian banker. 
The British importer has, of course, to pay the London banker 
or accepting house a commission for its services, and usually he 
gives a guarantee or security that he will put the acceptor in funds 
on or before the bill matures for payment. Where the party 
accommodated enjoys a first-class reputation financially, the 
business between him and the acoommodator may be conducted 
solely on the strength of that reputation, and the credit is then 
known as a Blank Credit, The standing of the drawers and acceptors 
of the bills drawn under these credits is so high, that they are 
considered as first-class paper and are discounted at the finer rates. 
Most fr^uently, however, the accommodator stipulates for the 
additional security of the documents covering the shipments in 
respect of which the bills are drawn. This kind of credit is known 
as a Documentary Credit, The documents of title may be released 
to the consignee only upon his actually handing over the amount 
of the Hll, or he may be allowed to handle them, and so the goods, 
with varjdng degrees of freedom, as the prudence of the accom- 
modating banker or accepting house may dictate. 

In the same way that London bankers and accepting houses 
accommodate our own merchants, so they accommodate foreign 
merchants trading either with this country, or with foreign countries. 
A German merchant trading with China may arrange a documentary 
credit with a London banker, because in the contract with the 
Chinese exporter the latter has stipulated for payment by bills 
on London. 

Blank credits play a conspicuous part in financing international 
trade. London bankers and accepting houses issue these credits 
to foreign bankers and firms of the highest standing, enabling 
them to draw bills on London when conditions are most favourable. 
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Operi^tions under blank credits are conducted chiefly from agri- 
cultural countries, where the demand for and supply of bills varies 
mth the flow of produce. The foreign bankers are permitted to 
draw bills on London during the early part of the year, when, by 
reason of the preponderance of imports over exports, ordinary 
trade bills are scarce and dear, and are insufficient to meet 
.the demand for remittances. The grantees of the credits cover 
the debit balances 4)hus created against them, by remitting bills 
on London later in the year, when, owing to large exports of produce 
as the crops are being shipped, the supply of trade bills on London 
exceeds the demand, and they have become cheap. Exporters' 
Credits are similar in character, but of wider application. Whereas 
blank credit^ are opened in favour of banks and firms of first-class 
reputation, exporters' credits are issued to persons whose financial 
position and standing are not so readily recognised. For example, 
a New Orleans cotton exporter is allowed to draw bills on London 
months before the cotton crop is baled for ex{>ort, and so to realise 
a better price for bis bills than he would obtain if he waited till 
exportation was in full swing, and London bills were therefore 
plentiful. 

Bankers' credits are variously described. A Marginal LeUer 
of Credit is so called because on the margin of the actual bill form 
to be used, a letter is printed giving details of the terms on which 
the bills are to be drawn and accepted. A Confirmed Banker's 
Credit is one where the banker issues to the person in whose favour 
the credit is to operate, a letter undertaking to accept bills drawn 
within certain limits of time and amount. Once the letter reacl&es 
the grantee, the credit is irrevocable, and for this reason a foreign 
exporter who has no knowledge of the standing and means of the 
importer in another country, may safely send his goods and be 
reasonably sure that his bill will be met at maturity. 

Revolving Credits are " continuing " credits, permitting foreign 
exporters to draw bills up to certain limits, which are automatically 
renewed from time to time. There are three principal types : — 

(1) Where the amount of bills outstanding at any one time 

is limited, e.g. no more bills may be drawn after £1,000 
if any still jcemain unmatured and unpaid. 

(2) Where the amount drawn for in one draft at any one time 

is limited to a certain sum. When this has matured and 
is paid, a further draft can be issued for the same amount. 
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(3) Where a single bill up to a fixed amount may be drawn 
at any time, and the credit automatically renews itself 
for the same amount after each draft. 

Circular Letters of Credit, and Circular Notes. — ^These are issued 
for the convenience of persons travelling abroad. A Circular Letter 
of Credit is a letter addressed by a banker to his foreign agents 
and correspondents generally, authorising them to pay the person 
specified in the letter such sums as he may require up to a stated 
aggregate, and to recoup themselves by drawing at sight, or other- 
wise, upon the issuing banker. Circular Notes serve a similar 
object, but consist of actual cheques for certain round sums, such 
as £10, accompanied by a letter of indication, bearing a specimen 
signature of the holder. The notes are signed by the grantee, 
and are cashed as requircvd. 

(b) Arbitrage Operations. — These are considered in detail in 
connection with arbitrage calculations {see pages 221-242). Arbitrage 
transactions are undertaken for the purpose of realising profits 
from differences in the exchange rates ruling at various centres 
at the same time. They are often hazardous, and can be profitably 
conducted only by bankers and brokers operating in conjunction 
with branch houses or agents in other financial centres. The 
business requires great skill, and, as the dealings must be conducted 
almost simultaneously, the telephone and the cable are the necessary 
means of communication. On page 39 we noted the fact that the 
principal European exchanges show a tendency to rise and fall 
together. This is in great part due to arbitrage transactions. If, 
for example, the Paris exchange on London is high, a Paris banker 
having sold drafts on London, and being under the necessity of 
providing cover in London, may find that his cheapest way of doing 
so is by buying bills, say, on Amsterdam, selling them there, and 
having the proceeds remitted to London. Besides this, keen 
operators are often able to secure a quick and satisfactory profit 
by simultaneously buying in one centre and selling in another. 
Suppose, for example, that when the demand rate in London on 
Paris is Fes. 46 -80 = £1, a London operator is informed by telephone 
from Paris that the demand rate in Paris on London is Fcs.46 *85=£1, 
an arrangement may be made whereby the Paris house im- 
mediately sells " London in Paris," to the extent of £1,000, on 
demand, at Fes. 46-85 ; realising Fes. 46,850. At the same time 
the London operator sells " Paris in London *' to the amount of 
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Fos. 46,800. For this he receives £1,000, wherewith he is enabled 
to meet the draft drawn by his Paris correspondent. The net 
result of the transaction is that there remains the sum of Fes. 50 
to the credit of the parties in Paris, and this amount, after deducting 
expenses, is halved by the two operators, and represents their 
profit in the operation. This is an example of simple arbitrage. 
Transactions of this kind may, however, be much more complicated, 
and may embrace three or more centres. But enough has been 
said to show that, in general, arbitrage transactions exert a beneficial 
effect upon the exchanges, by cutting off the sharp comers, so to 
speak, and by levelling the rates of exchanges ruling at different 
centres. 

(c) The Bankers' Investment Demand for Bills, — ^It was not at 
one time the practice of London bankers to invest their surplus 
funds in foreign bills, as they have long preferred to limit their 
holdings to bills drawn on British firms and merchants ; but with 
the extension of British banking houses to the continent of Europe, 
and with the great development of their exchange business, that 
practice has to some extent been modiiied. Continental bankers, 
however, have always made it a part of their regular business to 
invest their surplus funds in foreign bills, and usually they hold 
bills drawn on the chief European exchange centres. London 
bankers have been long accustomed to hold only bills payable in 
London, which they retained until maturity. The effect of these 
holdings on the exchanges is therefore negligible, but the foreign 
bills held in the portfolios of continental bankers have an important 
significance. They are purchased, held, or sold as the exigencies 
of securing a profit, or of averting a loss, may dictate. * The chance 
of profit arising from investment in foreign bills lies in two directions, 
viz. (a) in securing a higher rate of interest on foreign bills than 
on home bills ; (6) in a favourable turn in the exchange rate of 
the centre on which the purchased bills are drawn. 

Suppose, for example, that at a particular time, the long 
exchange for first-class London paper is quoted in Paris at 
Fes. 25 '20 = £1 ; that the market rate of discount in Paris is 4 % 
and in London 6 % ; that credit generally is good, and that all 
the omens point favourably for the Paris banker. Clearly then, 
if these conditions hold, a Paris banker buying, say, 3 mos. French 
paper would earn only 4 % p.a. on his money, whereas by buying 
3 mos. London paper he would earn 5 % p.a. But that is not 
all. The London exchange being already low, the chances are 
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that, with a higher market rate of discount in London than in 
Paris, the London exchange will rise. 

If, then, a Paris banker purchases a 3 mos. bill for £1,000 on 
London, it will cost him Fes. 25,200 at the long rate of exchange, 
and however long he holds the bill before its matmity, he will 
obtain a return of 5 % on his money, if the London bank rate 
and the exchange remains unchanged. But it is quite clear that 
a rise in the London long exchange will secure him an immediate 
profit by selling his bill. For example, if ten days after his pur- 
chase, the London rate rises to Fes. 25*25 per £1, he will obtain an 
approximate profit of 60 francs by selling the bill immediately. 
Clearly then, in addition to the extra 1 % p.a. that he makes by 
investing his funds in a London bill, the banker stands to make 
an extra profit on the re-sale of the bill in the event of the exchange 
moving in his favour. It is perhaps unnecessary to add that a 
banker may often be involved in considerable loss by an adverse 
movement in the exchange, but in making his purchases, the foreign 
banker pays careful regard to the financial and economic conditions 
which prevail, and he is usually well advised beforehand if the 
time is not opportune for investment in bills on a given centre. 

It will be seen from what has been said above that the principal 
factor in creating the continental investment demand for bills 
(or in causing that demand to break), is the value of money in the 
different financial centres, as indicated by the discount rates. 
London bills are a favourite field for investment, and of the in- 
fiuences exercised by banking operations in the London exchanges, 
this is by far the most important. Further consideration of the 
subject will be found at pages 78-89. 

(4) Currency and Credit Conditions. — These may be classed 
as extraordinary influences, inasmuch as they arise only in special 
circumstances, which influence the currency or general state of 
credit of a nation. 

Currency Changes are important because they affect the basis 
of all values, including the prices of commodities, securities, and 
bills. Bates of exchange are based on the Mint Pars, which presume 
a free exchangeability of one gold coinage for another, and if this 
basis is lost, the exchanges fluctuate and become abnormal. Such 
a state of affairs is found when a gold currency is displaced by 
inconvertible paper. The latter cannot be sent abroad, as it is 
valueless outside the country which enforces its circulation, and 
will not be accepted in payment by foreign merchants. The result 
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is that gold leaves the country and is obtainable only at & high 
price ; the paper currency becomes debased, and the prices of 
goods as measured in the debased currency rapidly rise, and 
fluctuate violently. The uncertainty disturbs trade and upsets 
future contracts. Speculation is encouraged on all sides and credit 
is eventually so precarious that foreign bankers and merchants 
become apprehensive of their dealings with the country concerned. 
To protect themselves they charge higher rates for bills to cover 
the risk of exchange into a currency of uncertain value, and in 
this way exchange rates are adversely turned against the country 
whose currency is debased. The continual fluctuations cause 
further embarrassment, and may eventually end in national disaster. 
As a result of the Great War, European countries have been 
flooded with paper currency to such an extent that gold has com- 
pletely disappeared from circulation, and has been used for export, 
or accumulated by Governments to provide backing for the paper 
issues, or by banking institutions to strengthen their reserves, or it 
has been hoarded. Prices in all countries have risen enormously, 
and everywhere are to be found signs that trade is dormant and 
that business activity is stifled. The uncertain atmosphere which 
prevails prevents productive enterprise, most of the exchanges 
are sadly disorganised and the currency values of many of the 
nations are hopelessly depreciated. Broadly speaking, the War 
has destroyed the economic life of the chief European peoples, and 
has so effected the other nations of the world that the whole fabric 
of national life and the wider international relationships will have 
to be reconstructed. The outstanding facts of the War, so far 
as they affect this country, are as follows : — 

(a) For practically five years, the British people was engrossed 

in production, not for exchange, but for destruction. 

(b) Great masses of the people were withdrawn from the fields 

and workshops to swell the national army, and their 
places were taken by women, old men, and boys. All 
had to be clothed and fed, mainly from foreign sources, 
and there were few exports to pay for the imports. 

(c) Exports therefore dwindled, whilst imports increased by 

leaps and bounds, because of the enormous demands for 
raw material and engines of war. 

(d) Payment of the heavy balances due to non-belligerent 

supplying States had to be effected in the best way 
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possible, by shipment of gold, or by sale of foreign 
securities held in this country, or by loans raised in the 
supplying State. 

(e) The necessity for conserving gold led to its disuse as cur- 
rency, and to the substitution of Treasury notes. These, 
owing to the increasing demands for currency for wages, 
for the pay of our soldiers, and the up-keep of their 
dependents, had to be issued in ever-increasing quantities. 

(/) The inflation of the currency in this way, coupled with a 
world shortage of raw material, due both to under- 
production and increased demand, caused a general rise 
in prices. 

(g) High prices encourage imports but discourage exports, 
and, inasmuch as a rise in wages always lags behind a 
rise in prices, the home trade is also discouraged. 

(A) Inconvertible paper, such as the Treasury note, cannot be 
used for international payments. Adverse trade balances 
must* either be paid in bills or in gold, and if the gold 
cannot be sent, as is now generally the case, the price 
of London bills in foreign markets is left to find its own 
level. 

All the belligerent States suffeired in these respects, the enemy 
States and Russia to a greater extent than the others, with the 
general result that the exchanges inter se are in a chaotic condition. 
Those of America and of the neutral States were for a long i)eriod 
ruinously adverse, but they are now showing signs of gradual 
improvement. Great Britain, because of her loans to her allies, 
is in a more favourable situation than the other belligerents ; but 
this is offset by her greatly weakened position €ts regards the neutral 
countries, and the United States of America. The remedy is to 
be found in the deflation of the paper currencies, in the restoration 
of the gold standard of pa3rment, and in the return to the stabilising 
effect of the flow of gold between the nations. This, however, is 
dependent upon the settlement of Europe in the ordered path of 
peace, and in the strong and just government of the individual 
States ; on the solution of the perplexing labour problems confront- 
ing every State, and on the inauguration of a prolonged era of 
intensive production. 

Currency and Prices. — ^A nation requires for its internal use 
just sufficient currency to do the work of exchange efficiently, 
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but no more than this. Let us assume that, in pre-war days, thd 
efficient mixed metallic currency of this country aggregated 160 
million pounds. Now withdraw all the gold portion of the currency 
and substitute for it 326 millions of Treasury notes, without altering 
the volume of production. Clearly the value in exchange of the 
326 millions cannot be any greater than the exchange value of 
the gold withdrawn, and therefore each Treasury note for £1 will 
now buy less than did each individual sovereign, that is to say 
prices will rise. To make each Treasury note for £1 of the same 
exchange value as each sovereign, the total number of the notes 
in circulation must be reduced to the total number of the sovereigns 
withdrawn. This can be done only by withdrawing the surplus 
notes from circulation, and that is possible only by utilising the 
annual surplus, if any, of the national income over the national 
expenditure. Now contrast with this inflation, an increase of the 
currency made by throwing into circulation enormous quantities 
of gold sovereigns. As before, prices will rise. Imports will be 
encouraged, since producers everywhere will wish* to sell in the 
market that will afford them the highest price. Oft the other 
hand, exports will be discouraged, and adverse trade balances 
will be created. The price in London of bills on foreign centres 
will rise because of their scarcity, and the price abroad of bills on 
London will fall because of their plentifulness. The surplus gold 
will automatically flow out of the country, till the currency is 
reduced to its proper efficiency volume. Prices then revert to 
their former level, and the surplus gold is distributed throughout 
the world. Gold will always find its own level, but an excess issue 
of inconvertible paper creates a swamp in the country of issue 
that must be drained by painful economy. 

Credit Conditions. — The effect of a redundant internal currency 
on foreign trade and on the exchanges, though very real, is quite 
overshadowed by the effect of the impaired credit of a nation, for 
the simple reason that nowadays credit plays a far more important 
part in commerce than actual money. Credit is the expression 
of mutual confidence .between man and man. Everything which 
tends to promote that confidence expands, and everything which 
tends to impair it restricts, those busineiss operations which are 
based on credit. A period of rising prices, with its prospect of 
increased gain, creates at first feelings of buoyancy, which lead 
to the expansion of commercial enterprises, and an extension of 
credit. A period of falling prices has the opposite effect. The 
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influence of war, strikes, and extensive national calamities has 
too recently been demonstrated to need emphasis, at least to the 
present generation of men. Normally, credit, like an internal 
gold currency, expands or contracts in response to trade demands, 
but disturbing elements, such as those indicated, may cause a 
sudden or gradual contraction, with all the dislocation of inter- 
national trade and the exchanges which such a change involves. 
On the other hand, progress, speculation, and enterprise cause 
credit to expand, frequently to an unwise extent, so that when 
reaction sets in, wholesale liquidation and a period of utter trade 
stagnation ensues. It is clear, then, that changes in the volume 
of credit affect the trade of a country, by limiting or extending 
the activities of its merchants and traders. Not only is business 
activity hampered and enterprise discouraged, but foreign merchants 
prefer to divert their trade into other channels, with the result 
that the rates of exchange become depreciated and unfavourable 
to the country concerned. 
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CHAPTER VIII 

THE CONTINENTAL INVESTHENT DEMAND FOB LONDON 
PAPER— FORWARD EXCHANGE 

Bankers in all countries have long recognised that bills of exchange, 
chosen discriminately, are an excellent form of investment and 
banking security, for the following reasons : — 

(1) Bills automatically turn into cash as they fall due. 

(2) Payment is secured by acceptor, drawer, and indorsers, all 

of whom are individually liable for punctual payment. 

(3) Bills are easily saleable or discountable owing to their 

negotiability and their use as a means of settling in- 
debtedness. London bankers do not, however, discount 
bills once acquired. 

(4) Money invested in bills is not locked up for long periods. 

A banker desires to keep his assets as liquid as possible. 

(5) Bills often yield profits in addition to the interest reckoned 

to be earned, because (a) a favourable change occurs 
in the market rate of discount at the foreign centre on 
which the bills are drawn, or (6) a favourable change 
occurs in the rate of exchange on that centre. 

A certain proportion of the funds of all banks is therefore in- 
vested in long bills of exchange, many of which are obtained by 
discounting them for customers. In pre-war days, London bankers 
confined themselves solely to London paper, and did not favour 
foreign bills as investments, but it has long been the practice of 
continental bankers to invest largely in foreign, as well as home 
acceptances. One reason for this is that the continental banker 
is rather more eager to make a chance profit than the London 
banker, who is usually content with a safe and steady rate of interest 
on his funds. 

Tbe Retorn on a Bill.— Interest.— Profit.— It will be helpful 
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now to consider how a foreign banker obtains his return on a bill, 
and also how he makes the extra profits as stated above. Let 
us assume for the moment that the monetary units in Paris and 
London are identical, viz. the sovereign, and that a banker in 
Paris buys a first-class bill for £100 on London at 3 months. On 
a first-class bill discount is deducted at the foreign market rate, 
and if this stands at 6 % in London, the banker pays £98 10s. for 
his £100 bill. 

Two courses are then open to him : — 

(a) He may retain the bill until maturity, when he will obtain 
payment from London in a sight draft on another Paris 
house for £100, or by requesting the drawee in London 
to send him sovereigns if they can be obtained. Such 
a course would be followed by a banker who is content 
to have a steady calculable return on the money he 

^ invests, but the continental banker is far more likely 

to seize on a chance of extra profit. 

(6) He may sell the bill before it is due for what it will fetch 
in Paris, or any other centre where conditions are favour- 
able. He may do this because he requires funds at 
once, or because he sees a chance of obtaining an im- 
mediate profit by selling the bill in Paris or elsewhere. 

In the case of a forced sale, the banker may make either a 
profit or a loss on the transaction, but as the conditions which 
result in a loss are just the reverse of those which secure profit, 
it will be enough if we chiefly consider how profit may arise on 
the sale of a bill before its due date. Profit arises from two chief 
sources : — 

(a) A favourable change in the London market rate of discount. 
(6) A favourable change in the Paris rate of exchange with 
London. 

We will neglect for the moment profit arising by sale of the 
bill in any other centre where the exchanges are favourable, as 
the theory is the same. The matter is more fully considered in 
dealing with the arithmetic of such transactions. 

(a) A Favourable Change in the London Discount Rate. — ^If after 
one month, the London market rate drops to 4 %, the Paris banker 
can make an immediate profit by selling his bill for £100, leas 4 % 
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discount for 2 months, i.e. for £99 Gs. 8d. This shows him a return 
of 16s. 8d. in one month on an outlay of £98 10s., equivalent to 
about 8 % per annum. ^ 

Now, if the London rate had risen to, say, 7 %, a forced sale 
would cause a loss, but the wise banker well knows that a rate of 
6 % in London is a high one, and is much more likely to fall than 
to rise. He therefore prefers to buy London bills when the London 
rate is high, i.e. when the bills are cheap, than when the rate 
is low and bills are dear. In the latter case there is much 
more chance of a possible loss, if he is suddenly compelled to 
realise. 

Suppose the London rate is 2 %, and a 3 months' bill for £100 
is bought. This costs £99 10s., and if the rate suddenly rose to 
4 %, it would realise only £99 if sold within a few days of its 
purchase. 

The reader will appreciate that bankers deal in large sums, 
so that even small changes in the rate lessen their profit, and qaay 
actually cause a heavy loss. 

(6) A Favourable Change in the London Rate of Exchange. — 
The Paris banker who purchases the bill for £100 when discount 
was 6 %, will of course actually pay for it in francs for each £ 
sterling. The less francs he pays the cheaper the bill ; the more 
francs he pays the dearer the bill. We will suppose that he pays at 
the rate of Fes. 25 = £1 for the bill, which, measured in our money, 
is worth £98 10s. It therefore costs him (£98 -6 X 25) = Fes. 2462 -5. 
If the rate with London rises in two days to Fes, 26 = £1, and 
the discount rate remains steady, he can immediately sell out at 
Fes. 2,561, and make a quick profit of Fes. 98 -5. 

In practice, such a fortunate change would rarely occur, but 
it should now be clear that there is considerable advantage to be 
derived from the purchase and sale of foreign bills, of eicchange, 
as there are at least two possible sources of profit. 

London Bills Preferred. — As far as possible, continental bankers 
will invest their funds in bills drawn on those centres where dis- 
count rates are highest, and naturally so, because the bankers' 
profit and interest depends on the rate of discount ruling at the 
place where the bill is payable. If a Paris banker buys a bill for 
£100 on London, he deducts discount at the London market rate, 
because that is the rate he must pay if he sends the bill for sale, 
and the higher this rate, the less he pays for his bill. If the dis- 
count rate, i[i Aisisterdapa was higher thai^ that in LondoA,^ ^q 
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Paris banker would choose Amsterdam bills, because they would 
cost him less and yield a larger return. Changes in the discount 
rates at various centres therefore cause proportional changes in 
Continental bankers' holdings of bills on those centres. A rise 
in the London market rate above the rates ruling in Berlin, Paris, 
etc., will cause bankers in those places to invest their fimds in 
London bills. The bankers abroad require little inducement to 
put their money into London bills, provided it pays them to do 
so, and in fact, they prefer such bills because : — 

(a) The holder of London bills can normally demand gold from 

London if he requires it, by sending his bills across for 

sale or discount. 
(6) The standing of London financial houses and banks is so 

well known that London bills are considered safe, and 

are freely acceptable anywhere, 
(c) For reasons considered below, London bills usually yield 

the best return. 

The bills thus purchased by continental bankers are first-class 
bills, which are discounted at the London market rate. If such 
bills are not obtainable in su£Scient quantities, they will be ordered 
from the London agents of the ioreign banks, and ordinary trade 
bills on London will be bought and remitted to recoup the agents 
for the purchase of the first-class paper. 

The eflfect of the investment demand is to lessen the supply 
of London bills on the foreign markets, and this naturally causes 
the rate of exchange to move in favour of this country. As bankers 
are always anxious to use their money to the best advantage, it 
is fairly certain that in normal times, a rise in London discount 
rates will be followed by a rise of the exchange in our favour. 
This investment demand will, however, only arise if bankers abroad 
can foresee a reasonable chance of profit, and they are therefore 
influenced by the general state of credit here and abroad, by the 
financial outlook and by other important factors. However high 
the market rate here, London bills would not be bought if a great 
crisis in Britain was impending, or if we were suddenly plunged 
into war with another great nation. 

The mvestment demand will be greater if London bills are 
already cheap, than it will be if they are dear. A rise in the dis- 
count rate makes these bills still cheaper, and therefcHre increases 
the margin of profit which is likely to be made when they become 

7 
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dear ligain. Cheap bilk are more likely to rise in price than td 
fallj and high rates of discount are more likely to fall than to rise 
still higher. These factors are naturally very important to 
bankers, who never know when a sudden demand may be made 
on them hyr oash^ which may compel them to realise t^ir bills 
qiaickly. 

In the miajority of cases, howev^, bills are purchased and 
held until they mature, when they are sent for collection and 
remittance of proceeds^ The bankers then obtain a steady rate 
of interest on their money, according to the rate of discount charged 
by them. It will be evident, however, that as changes in the 
discount rates frequently offer opportunities for the bankers to 
make immediate profits by realising the bills which they hold, 
they are not slow to take advantage of this fact if the discount 
rate should suddenly fall away. A Paris banker who has bought 
London 3 months' bills on the basis of a 4 % rate, can make an easy 
profit by realising tfiem if the rate in London drops to 3 %. We 
are therefore led to another factor of great importance. As soon 
as the London rate of discount falls appreciably, so as to show 
continental holders of London bills a fair profit, they immediately 
press these London bills for sale. The increased supj^y causes 
prices to fall, and this has the usual effect of sending the exchanges 
against this oomttry. 

We have so far considered only the effect of the rise and fall 
of the London raU of discount, but it must not be forgotten that, 
although continental bankers prefer London bills, they also buy 
bills on other centxes, and they are not slow to dispose of their 
London bills if it pays them better to buy others. The London 
diBOonnt rate is ther^ore far more effective in attracting foreign 
buyers, when it is higher than the general level of the rates on the 
Continent. If, however, the rates otf the Continent rise above that 
of London, then London bills will be sold and Continental bills 
bought up. This is the same effect as if the London rate had 
fallen below the general level of rates abroad. 

Biustiations. — It is now necessary to trace in greater detail 
the effect of changes in the discount rate, or in the rates of esechange, 
on the profits of a foreign banker who purchases his bills in foreign 
ouirrency per £ sterling. Let us take it that on a certain day the 
rate of exchange in Paris for sight drafts on London is Fes. 40-60 
sr: £!• and' dlsoount raie in London is 4 %. Neglecting brokerage, 
bin stamp, etc.: — 
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The rate for 3 months biUs on London is therefore : — 

Sight rate Fes. 40 -50 

Leas 3 mos. @ 4 % -405 



Long rate on London . . . . Fes. 40 *095 

Now if the London market rate rises to 6 %, the 3 months' 
rate becomes :— 

Sight rate Fes. 40 -50 

ic«« 3 mos. @ 6 % 0-606 



Long rate on London .• •• Fes. 39*994 

Every £1 due in London in 3 months* time, as represented by 
a bill, is therefore about Fes. • 1 cheaper to buy, but the demand 
for bills on London will tend to lessen this margin by sending up 
the rate of exchange. If the high rate of discount continues, the 
exchange may gradually rise until the margin is praetically absorbed, 
because the continued demand for bills will continually move up 
prices. Suppose that when the sight rate has moved to Fes. 41 -O 
= £1, a banker in Paris purchases a 3 montlis' bill' on London for 
£1,000. This will cost :— 

Sight rate . . . . 41-00 

3 mos. @ 6 % . . . . 0-5125 



Long rate . . . . = 40-4876 X 1,000 = Fes. 40,487-5. 

The banker may desire to obtain a clear 5 % on his money, 
so he retains the bill until it is due, when it will be sold at the rate 
for sight drafts. The banker endeavours to sell it at a sight rate 
as near as possible to that ruling when he purchased, i.e. at 
Fes. 41 -00 = £1, when he would obtain Fes. 41,000 for it, and 
make a clear 5 % for the 3 months it had run. 

He may, however, find that in a day or two the London rate 
of discount had fallen to 4 %, and he may decide to obtain an 
immediate profit by selling his bill. He then fares as follows : — 

£1,000 on London @ sight rate, Fes. 41 00 . . Fes. 41,000 
Less 3 mos. interest @ 4t% . . . . . . ; . 410 



Proceeds Fes. 40,690 
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This shows him a profit of Fes. 102-5, on his outlay of 
Fes. 40,487-6, or about i %. 

The Continental banker has, however, to take into consideration 
other factors besides the rates of discount. In deciding how he will 
invest his funds, he must consider the probable trend of the ex- 
changes — ^whether they are likely to move for or against him — 
as an adverse movement may carry away all his profit, or, indeed, 
involve him in serious loss. If, for example, the London sight 
exchange had fallen to Fes. 40*00 when the banker in the case 
last considered was ready to sell his 3 months' bill at its maturity, 
he would realise only Fes. 40,000 for a bill which had cost him 
Fes. 40,487-5. An adverse movement of the exchange might also 
completely wipe out any profit which a banker could otherwise 
have made as a result of a rise in the discount rate. This wiU be 
quite clear if we suppose that in the last example, the fall in the 
London discount rate to 4 %, was coincident with a drop in the 
sight exchange to Fes. 40-00 = £1, The banker could then only 
realise at a loss, and he would naturally hold the bill if he could 
do so, e.g. : — 

£1,000 on London @ sight rate, Fes. 40 -00 . . Fes. 40,000 
Leas, say, 2 mos. interest @ 4 % 266 



Proceeds Fes. 39,734 

As the fall in the discount rate would lessen the demand for 
London bills, it is probable that the exchange would relapse still 
further and lead to greater loss if the banker was slow to realise. 
The fluctuations would not be of great concern to a banker who 
was in a position to wait until a favourable rate came along, but 
it is the fact that a banker may at any time be called upon for 
extra funds, and be compelled to realise suddenly, which causes 
him to make a careful estimate of the future course of the exchanges. 

Discount and Exchange Rates. — So important a factor is the 
foreign investment demand for bills in its influence on the rates 
of exchange, that it is found that exchange movements in normal 
times approximate very closely to the movements which take 
place in the discount rates at the principal European centres. In 
pre-war days, it was a simple matter to illustrate this close rela- 
tionship. Nowadays, many other factors influence the exchange 
rates, which are greatly disorganised and far from normal. The 
burden of international debts, the restrictions on gold movements, 



Digitized by 



Google 



OF FOREIGN EXCHANGE 85 

the inconvertible currencies, and the prevailing unsettled state of 
credit, tend* to make generalisations particularly difficult, and it 
is necessary to wait for more stable conditions before we can judge 
whether the pre-war factors will have as certain and as regular 
an effect as in past years. 

London bankers are devoting increasing attention to the subject 
of the exchanges, and are investing more and more of their surplus 
funds in bills of exchange. Preference is no doubt given to first- 
class London paper, and possibly the extension of the activities 
of EInglish banks in this direction will lead to increasing difficulty 
in purchasing London bills. The opening of branches of the great 
British banks in the large foreign centres must also influence these 
operations, as much foreign exchange business is being transacted 
by them which was previously -a monopoly of foreign bankers 
and brokers on the London market. 

London a Tree Oold Market. — One other important aspect of 
the investment demand must be referred to, which will be more 
fully discussed in a later chapter. This concerns the peculiar 
})osition long held by London as the only open and free gold market. 
In normal times the holder of a London bill can always demand 
gold in exchange, and although this position has been considerably 
modified as a result of the War, London bills are still regarded 
abroad as being " as good as gold." This statement is true for no 
other financial centre, with the exception of New York, and for 
this reason it is necessary for those bankers and others, who 
have control and custody of the gold reserve of our nation, to 
exercise great care and unfailing diligence to prevent a heavy 
depletion of our stock. The best and most reliable method of 
protection is the raising of the discount rate, which checks the 
outflow and encourages the return of gold that has left us, by 
influencing the exchanges in our favour. A detailed consideration 
of the mechanism of the discount rate is deferred to the next 
chapter, but here we may note that owing to its use as a line of 
def^ice of our gold reserves, the discount rate in London is on 
the average slightly higher than in other centres, such as Paris, 
Berlin, and Amsterdam, where the necessity does not arise for 
protecting the gold reserve by maintaining high rates of discount. 

This, then, is a further reason why a London bill will generally 
be preferred to a continental bill. The former is usually cheaper 
to buy, and will ordinarily return a higher rate of interest to the 
buyer, aud give him a greater margin of likely profit. On the other 
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hand, the London dificount rate is generally more likely to rise 
than to fall, as it moves upwards with every threat on our gold 
reserve. A rise means a cheapening of the price of hills, and 
although it brings forth new demands, it lessens profit on forced 
realisations. This, then, again gives us a reason why London 
hills are more strongly in demand when conditions are nonual, 
and changes in the discount rate and rates of exchange are not 
anticipated. 

Snmmaiy. — The foregoing exjdanation is sufficiently important 
to deserve summarising : — 

(1) Bankers in all countries invest a certain proportion of their 

funds in bills of exchange. 

(2) Continental bankers prefer London bills because : — 

(a) Gold can be demanded in exchange, if necessary. 
(6) London bills are generally safe and freely saleable, 
(c) The return on London bills is normally higher than 
on others. 

(3) Bills axe purchased for two purposes : — 

(u) To hold till maturity and earn a steady interest on 

money invested. 
(6) To sell at the first favourable opportunity at increased 

prices. 

(4) Profits are made : — 

(a) When rates of discount fall at the place where the 
bills are payable, thereby making the bills dear, 
and saleable at a profit. 

{b) When rates of exchange rise, profits are made by 
selling bills at the new rate. 

4^) If the London discount rate rises above the general Con- 
tinental level, or if Continental rates fall below the 
London rate, then London bills will normally be pur- 
chased for investment. 

(6) If reverse movements take place in the rates, London bills 

will usually be sold, and Continental bills be purchased. 

(7) A rising discount rate in London therefore causes an extra 

demand for bills, and has a favouraUe influence on the 
exchanges. A falling discount rate in London has the 
reverse efieot. 
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(8) The in vestment demand varies greatly in intensity, accord- 
ing to the stivte of credit, the ipoliiical outlook, trade 
conditions, and the probable movements of the exchanges 
and discount rates in Lowlon and abroad. 

TrawactJons in Forward Bxcbimre.— A factor of greatly in- 
creasing importance in connection with the operations of bankers 
may fitly be mentioned here, and that is the method .of dealing 
in "forward" exchange, whereby the pdficiple of " futures " is 
applied to transactions in foreign exchange. By this me^fM^ bankers 
who buy and sell ^Us, or purchase bills for investment, are enabled 
to obviate losses on the exchange l^y '' covei;ing " their sales and 
purchases forward. The fluctuations in the ^rates of exchange in 
influencing the prospective profits of dealers in bills are therefore 
of le^ importance than formerly, and, the investment diemand is 
naturally aflected by the elimination of uAfpreseen risks. Th^ 
method may be illustrated briefly as follows :-r- ; 

A Parisian banker is asked to issue a draft for £1,000 on Ix)ndon, 
payable in three months, when the sight exchange is Fes, 40 ^00 = £1, 
and the rate of discount in London is 4; %. Neglecting commis- 
sions, etc., the a|>proximate cost to the pustome^r is : — 

£1,000 @ sight rate, Fes. 40-00 .. .. =40,000 
Less 3 mos. @ 4% .. .. ». .. = 400 



Cost Fes. 39,600 

The issue of the draft m^kns that the banker must place £1,^800 
at the disposal of his London agent, at the expn:atk>n of three 
months, to enable the agent to meet the bill when presented. He 
may do this on the due date, by buying and remitting to his agent 
a sight draft for £1,000 on London. If, however, ihe rate of 
exchange for sight drafts had moved against Franoe to, say, 
Fes. 41*00, the banker would lose Fes. 100 on the transaction, 
and to obviate such a loss he proceeds as follows : Immediately 
after selling his bill, or probably before he closes the sale, he arranges 
with anoth^ Inroker or banker in Paris to deliver £1,000 to his 
agent in three months' time, ije. he bmfs to cover his sale, and fixes 
his selling price now, on the price he must pay to obtain the £1,000 
payable in three months. The transaction may be arranged in 
other ways. The banker and agent will usually have a running 
purrent account, aqd as soon as the forni^er h^ sold 9> £1,Q00 3 
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months' draft on his agent, he will telegraph to the agent to sell 
a draft on Paris for an equivalent amount, payable in the same 
time. Another method would be for the banker who has sold 
the £1,000 bill, to purcha^se immediately and remit a sight draft 
on London for such an amount as would, with interest, yield 
approximately £1,000 to the London agent by the time the long 
bill was due for payment. There are several ways in which the 
transaction may be effected, but the result is the same in each 
case. The cost to the banker is definitely fixed, and future 
fluctuations in the exchanges will not concern him. 

In the same way, purchases of bills will be immediately covered 
by sales to the same amount. Before closing a transaction, a 
banker will determine at what price or rate he can cover. In 
actual practice the exchange dealer in a large bank will be in im- 
mediate telephonic communication with all other dealers. Foreign 
currencies are continually being bought and sold, and bargains 
between several parties are struck by telephone almost simul- 
taneously. Sales or purchases are immediately covered by pur- 
chases and sales, and a selling price will rarely be fixed before a 
purchasing price has been determined, and the bargain " to cover " 
completed. During recent years, fluctuations in the exchanges 
have been of so violent and sudden a nature, that practically all 
exchange transactions with foreign countries are conducted on 
the " forward " basis. 

Option Dealing. — ^The transactions in forward exchange often 
involve options, whereby a banker who has large transactions on 
hand is enabled to obtain an option over a certain amount of 
currency deliverable in a foreign place, for a short period at a given 
rate. During this period he is enabled to fix up his bargains, with 
the certainty that he will be provided with the necessary funds 
at a rate which he already knows and can use as a basis for his 
calculations. 

This method of option and forward dealing in the exchanges 
is of the utmost importance to importers of goods from foreign 
countries. Now that exchange rates fluctuate so considerably, 
an English importer of American produce can never be certain 
as to how much he will be called upon to pay when his goods arrive. 
If he orders goods on the basis of an exchange rate ruling to-day, 
he may find that when he comes to pay in two or three months' 
time, the rate of exchange has fallen, and the cost of his purchases 
has 60 increased a^ to wipe put the anticipated prc^t. To avoid 
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this, he arranges with a banker here to supply him with funds in 
New York, up to a given amount at a fixed rate. The banker 
quotes a rate for " future delivery " of the required dollars, and 
the merchant is enabled to fix up his contracts with the confidence 
that he will not be called upon to pay more than that rate, whatever 
the state of the exchanges may be when the time comes for pay- 
ment. The banker who arranges the transaction charges a small 
commission for the accommodation, and he, in turn, secures himself 
against loss on the operation by negotiating with his agents in 
the United States for payment of the required amount in New York 
on the given future date. Arrangements are made between banker 
and agent for the provision of mutually satisfactory ''cover/' or 
the transaction may simply involve a series of book-keeping entries 
in an account current between the parties. 
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CHAPTER IX 

THE MONEY MARKET— THE BANK OF ElfGLAM)— THE 
BANK BATE AND THE Zg^CHANGBS 

An. attempt was made in the pFeceding chapter to show how changes 
in the London discount rate influence our exchanges with the 
principal European countries, by inducing Continental bankers to 
invest their funds in London bills. We will now consider the 
organisation of the London money market, and explain the reasons 
for those changes in the ruling discount rates which exert so 
important an influence at home and abroad. 

The Honey Market is the name given to the operations of the 
bankers, brokers, discoimt houses, and financiers in the city of 
London, who deal in money and credit. It coimotes the closely 
knit organisation, centred round the Bank of England, whereby 
those who desire to borrow capital can be brought into <?ontact 
with those who are able to lend capital. Broadly, the money 
market may be said to consist of the aggregate number of lenders 
and borrowers of loanable capii^al, and although it is regarded as being 
essentially a London organisation, it should not be forgotten that its 
operations extend to practically every comer of the civilised world. 

The lenders are chiefly the bankers, who obtain the funds at 
their disposal from the deposits of their customers. Much of the 
money they receive is invested in Government and other securities ; 
much more is used in granting loans and advances to customers. 
A proportion of their funds is retained in cash to meet everyday 
demands, and a large amount is left on current account at the 
Bank of England — ^the bankers' bank. Beyond all this, the banks 
have a floating surplus of money, which they lend out in the money 
market at low interest for short periods — overnight, from day to 
day, or for seven days. Most of this money is repayable at call 
or on demand, and is therefore immediately available to meet 
extraordinary emergencies. 

Th^ borrowers are chiefly the bill brokers who employ the 
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borrowed funds in discounting bills, and Stock Exchange brokers 
and qperators who borrow for the purx)Ose of dealing in see^ties. 

In addition, the British and the Indian Gov^nniBnts, foreign 
Governments, «knd foreign banks invent, or borrow;, large sums on 
the market, and exert a skong influence on the prevailing rates 
of interest charged for the vise of capital. 

The great function of the London money market is to deal in 
loanB for eho^ periods, and its special business is to organise and 
regulate the demand for and supply of capital, and fix the rate 
of interest at which borrowers should be accommodated by lenders. 
This rate pf interest on " market money," i.e. money that will 
immediately e^^tinguish obligations, is termed discoufU, and the 
prevailing rate of discount in the London money market has an 
important influence on the rates of interest for money ruling in 
the other mqnetary centres of the world. 

Tbe fiank of England. — ^The London money market centres 
round the Bank of England. The Bank of England, proudly and 
honourably distinguished in thie country as The Bank, is the pivot 
of our English banking system, and the foremost banking institu* 
tion in the world. It is a private institution, managed for the 
benefit of its siiareholders, but inasmuch as the Bank transacts 
the financial business of the State, and because of its peculiar rela** 
tions with the other banks of the country, all of whom keep accounts 
with the Bank, it has certain duties and heavy responsilnlities 
thrust upon its shoulders, which are unshared by the other banks. 
Although most intimately connected with the money market, the 
Bank is not usually regarded as part of it, and its intereste are often 
opposed to those of the brokers and others in the market outside. 

The Bank performs all the usual functions of a bank, accepting 
money on current account from its various customers, and employ- 
ing the funds in discounting bills, and in making advances against 
security. In all these particulars, it is in competition with the 
banks and dealers in the open market, who in normal times are 
able to outbid their wealthier but less favourably situated rival, 
and thereby to attract to themselves the bulk of the usual business 
undertaken by London bankers and dealers. In one important 
respect, however, the Bank has the ascendancy, since it now enjoys 
the monopoly in England of the privilege of issuing bank-notes. 
Apart from the Treasury notes issued by the Government, the 
Bank's notes are the only form of legal tender paper currency 
in this country. Under the Bank, of England Act, 1833, a Bank 
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of England note is legal tender for the payment of all sums above 
£5, and in this respect it is therefore equivalent to gold, and is as 
freely accepted as gold. The monopoly of the right to issne notes 
adds greatly to the prestige and importance of the Bank of England, 
but in return for the privilege, the Bank has to conform to certain 
legal regulations laid down in the Bank Charter Act of 1844, which 
Act determines its powers and constitution. 

As a result of the operation of the provisions of the Act of 1844, 
the position at the present time is that the Bank is permitted to 
issue notes to a fixed amount of £18,450,000 against securities. 
This issue is termed the " fiduciary " issue. Every note issued 
in excess of this amount must be backed by gold in the Bank's 
vaults. A Bank of England note is therefore, to all intents and 
purposes, " as good as gold." The Bank is, in normal times, bound 
to pay every note presented to it in gold on demand, and to issue 
notes in exchange for gold purchased at the rate of £3 17s. 9d. per 
ounce of standard gold. Since the Bank acts as banker for the 
State, and is also a bank of issue and the leading banking concern 
in the kingdom, its financial position should be disclosed. The 
Ba^k is therefore compelled by law to issue a weekly Return, in 
which the liabilities and assets of its two legally constituted depart- 
ments, viz. the Issue Department and the Banking Department, 
are specified separately. 

The Bank Betom.— This statement, or " Return,'' as it is called, 

is issued on Thursdays after the Bank Court has been held, and 

is published next day in the principal newspapers. The following is 

a specimen : — -r» -r. 

Bank of England. 

Week ending Wednesday, December 8, 1920. 



Notes Issued 


Issue: Depabtmbnt. 
£142,524,285 Government Debt 
Other Securities 
Gold coin and bullion . 


£11,016,100 

7,434,900 

. 124,074,286 




£142,524,285 


£142,624,285 


Proprietors* Capital 
Rest - .. 
Public Deposits . . 
Other Deposits . . 
Seven^day and other bills 


Banking Depabtment. 
£14,653,000 Government Securities 
3,334,069 Other Securities 

22,423,996 Notes 

126,482,867 Gold and Silver Coin . 
10,252 


80,707,702 

72,180,016 

12,113,230 

1,803,226 




£166,804,174 


£166,804,174 
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The Bank Return is of very great importanoe to our bankers and 
jBnancial men. This is partly due to the fact that the gold coin 
and bullion held by the Bank in the Issue Department represents 
practically the whole of the nation's stock of gold, and is liable 
at a moment's notice to be drawn upon by any one in this country 
or abroad, who happens to possess any of the Bank's notes, which, 
as we have seen, are promises to pay gold. The most significant 
items, however, appear in the Banking Department section of 
the Return. The left side shows the amoimts which are due by 
the Bank to its shareholders and to its customers ; on the right 
side are shown the ways in which the Bank has invested the money 
it has borrowed. The enormous amount left with the Bank by 
its customers on current account amounting to 149 millions, is 
repayable in gold on demand, but among its assets the Bank has 
only notes and gold to the amount of about 14 millions with which 
to meet demands for repayment of the deposits. 

The Bank Reserve. — These two items which appear last on 
the assets side of the weekly statement are the vital part of the 
Return, and constitute what is known as the Banh's Reserve. 
They are the only liquid assets available immediately to satisfy 
the demands of the Bank's creditors. All its other funds are locked 
up in securities, and the whole of the gold in the Issue Department 
is held against the bank-notes which are in circulation, or which 
are held in the Banking Department. The 12 millions of notes 
held by this department can be exchanged for gold by presenting 
them to the Issue Department ; but no more gold is available 
for the Bank's own purposes than this 12 millions ; the rest of 
its stock is held to redeem the notes held by the general public and 
by other banks. The notes and gold held by the Banking Depart- 
ment are regarded as a Reserve, not only by the Bank of England,' 
but also by the other banks in the country, owing to the peculiar 
position of the Bank of England as the holder of their surplus 
funds. 

The Bank of England— the Bankers' Bank.— In this country, 
an engagement to repay money is an undertaking to pay gold, 
if required, on demand. Bankers who accept deposits from their 
customers do so on the understanding that they will repay the 
money in legal tender either on demand, or at notice, according 
to whether the money is placed on current account or on deposit. 
In practice they find that only a small proportion of the money 
is demanded at one time, and after apportioning a certain amount 
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as till money to liieet ordinary demands, employment is found 
for the surplus by investing it in various securities, and by using 
it in granting advances and loans; 

All the banks find it convenient to leave a floating surplus' of 
this money at the Bank of England, as a fluctuating balance on 
current account. The aggregate amount so left is a large sum, 
the whole of which is treated by the bankers as equivalent to cash, 
capable of being withdrawn whenever necessary, in gold on demand. 
In spite of this, the Bank of I^gland treats the banks ais cxrdinary 
customers, and makes no special provision to meet any demands 
which may arise. On the other hand, the banks are accustomed 
to regard their balances at the Bank of England as equivalent 
to actua^ cash, and always look to these balances to furnish them 
with any extra funds whieh they may require. If an extraordinary 
demand for money arises in any part of the country, it is passed 
on through the branches to the head offices of the banks, who fall 
back for supplies on thek balanites at the Bank of England. The 
Reserve of the Bank of England is therefore liable to be drawn 
upon at a moment's notice to supply the extra monetary require- 
ments of the whole of the nation. 

DemwaiAl tor Ctirfenoy. — In normal times, demands for money 
throughout the coun<a*y are fairly steady, and it is possible for 
well-informfed persons to gauge fairly accurately the requirements 
of Hie nation for ordinary purposes, such as for the payment of 
wages and salaries, and fot making everyday purchases and pay- 
ments. It is also possible to judge certain periodical demands, 
such as those which arise in the harvest season for the payment 
of extra Wages, and in the holiday season, for spending on amuse- 
ment and enjoyment. But extraordinary demands are more 
difficult of appraisement. 

In ordinary circumstances, credit documents such as cheques, 
bills, and promissory notes form a large part of the medium of 
exchange whereby commercial transactions are effected, and peorple 
a<5cept these documents quite readily, in the belief that they will 
be paid in due course. The value of these instruments depends 
on the trust reposed in the parties to them. As soon, therefore, 
as any event occurs which disturbs credit, and makes people appre- 
hensive and suspicious, credit instruments fall into disfavour. 
A demand arises for legal tender, and this before the War was gold. 
The actual cause may be the outbreak of war, the failure of a great 
firm, or the fear of invasion, but the result is the same,, and the 
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fear of a *' rim " on the banks for l^al tender, induces bankers 
to increase their till money, and to do that they draw an their 
funds at the Bank of England, and so deplete the Bank's 
Reserve. 

Apart from emergency legislation, the Bank has no means of 
preventing a drain of its entire Reserve as a result of such an 
extrfiM)rdinary demand, but a crisis or panic of this kind being of 
rare occurrence, internal demands are not nearly so important 
as extraordinary demands from abroad. The position becomes 
extremely acute, however, when an extraordinary internal demand 
coincides with a heavy demand from abroad, and it is then that 
extreme protective measures are necessary. 

A foreign demand usually arises when bills on London in foreign 
centres have become cheap, and the outgoing specie point from 
London has been reached. Foreign creditors then demand gold 
rather than sell their bills at a low figure. Gold may also be 
demanded tor other purposes, as for example to purchase raw 
material for goldsmith's work in India; to provide the basis for 
a note issue in South America ; or for currency in a new country, 
which prefers to leave the trouble of coinage to us. In any case, 
the call usually falls on London as a free gold market, and . on 
the Bank of England as the holder of the gold stock of the 
nation. 

The method adopted for obtaining the gold is similar in all 
cases^ Bills on London are purchased abroad, and are sent to 
London for discount or sale. The proceeds are drawn from the 
banks in Bank of England notes, or possibly in gold. The notes or 
gold will eventually come from the Bank of England's Reserve 
in the Banking Department, and if notes are obtained, they will 
be immediately cashed at the Issue Department and withdrawn 
in gold sovereigns^ or possibly in bullion. The final result is to 
reduce the Bank's Reserve, thereby decreiasing the ratio of its 
liquid dssets to its liabilities. If the money was obtained by one 
of the bMiks from its balance at the Bank of England, the fall in 
the Bank Reserve would be balanced on the habilities side by a 
corresponding fall in the amount of Other Deposits, which consist? 
principally of the balances of the other bankers. If, on the other 
hand, the money was obtained by discounting bills at the Bank 
itself, the fall in the Reserve would be followed by a rise in OtbM: 
Securities. An example will make this clear. 

If we suppose that two millions of gold were withdrawn for 
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export, the Return quoted on page 92 would appear Ad 
follows : — 

(1) Withdravfal by a Bank from Other Deposits. 

Bankinq Depab.tm£nt, 

Capital £14*6 millions Qovemment Seourities £80*7 millions 

Rest .. .. .. 3-3 „ Other Securities .. 72-2 „ 

Public Deposits .. 22-4 „ Notes 10 1 „ 

Other Deposits .. 124*6 ,, Gold and Silver Coin 1*8 ,, 



£164*8 „ £164-8 „ 

(2) Withdrawal by Borrowing on Bills from the Bank Itself. 

Banxino Depabtiobnt. 

Capital £14*6 millions Government Securities £80*7 millions 

Best 3*3 ,, Other Securities .. 74-2 ,, 

Public Deposits .. 22*4 „ Notes 10*1 „ 

Other Deposits ..126*5 .,, Gold and Silver Coin 1*8 „ 



£166*8 », £166*8 ,, 

The same change, as in (2), would result if the two millions 
were obtained through one of the financial houses in the city, or 
via the money market. The market would, in the end, have to 
resort to the Bank, and so cause an increase in the amount of Other 
Securities to correspond with the amount borrowed. 

In all cases, the result on the Issue Department would be the 
same ; notes issued and the amount of gold coin and bullion being 
each reduced by two millions. 

The figures in the Returns show that the residt of the with- 
drawal has been to reduce the ratio of the Bank's Reserve to its 
liabilities from about one-tenth to one-twelfth. Every movement 
of this kind lessens the ability of the Bank to meet its obligations 
in gold on demand, and continued withdrawals of gold would, 
in the absence of protective measures, soon place the Bank of 
England in a precarious position. The chief protective method 
adopted is the raising of the Bank Rate. It is necessary thoroughly 
to understand the significance of the Bank Rate and its relation 
to the money market. 

The Bank Bate and the Money Market— TAe Bank Rale is 
the official advertised minimum rate at which the Bank of England 
will discount approved bills of exchange for persons other than its 
iregular customers. It is fixed by the Court of Directors at their 
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meeting on a Thursday, and its great importance lies in the fact 
that all other rates in the money market and in the country are 
regulated by it. 

There are several rates of interest in the money market which, 
while all are more or less dependent upon each other, are all 
dependent on the Bank Bate. 

Market Rate of Discount is the xate charged by brokers and 
bankers other than the Bank of England, for discounting first- 
class bills of exchange. 

Bankers' Deposit Rate is the rate of interest allowed by bankers 
on money placed with them on deposit by their customers, and 
is usually fixed at about l^ % below Bank Rate. 

Brokers' Deposit Rate is the rate allowed by brokers on money 
lodged with them, and is usually slightly higher than Bankers' 
Deposit Rate. • 

Bankers' Gall Rate is the rate charged by the bankers for lending 
money to the bill brokers and others for very short periods, re- 
payable on demand or at short notice. 

Most of the " market money," which forms *' the short loan fund of 
the London money market," is derived from the funds held by bankers 
on behalf of customers, and consists of deposits on which low 
interest is paid, and of current accounts on which no interest is 
paid. All this money, with the exception of that reserved to meet 
withdrawals, must be employed remuneratively, and as it is re- 
payable on demand at short notice, it must be invested in easily 
realisable securities. Part of the money is used to discount bills, 
part to grant loans and advances, and part is invested in Govern- 
ment securities. In addition, a floating balance is maintained at 
th^ Bank of England. The fluctuating surplus of the banker's 
funds is lent out at low interest to bill brokers as " Money at Call, 
or Short Notice." The brokers deposit security for their borrow- 
ings, which they undertake to repay on demand or at short notice, 
and employ the borrowed funds in buying and discounting bills. 
The price at which bankers will lend " money at call " is 
naturally dependent on the price at which they are able to borrow 
from their customers " on deposit," and as " Deposit Rate " is 
based on Bank Rate, it follows that a rise in the Bank Rate causes 
a rise in the Call Rate, at which the bankers lend to the Inrokers. 
The brokers, having to pay more for the money they borrow, must 
charge higher rates for discounting bills, and the result is that 
Market Rate also goes up. Bank Rate therefore influences Market 
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Bate, but its influence is only effective when money conditions 
are fairly stringent. If there are plentiful supplies of money on 
the market, the competition of brokers and bankers keeps the 
Market Rate down in spite of a rise in the Bank Rate, because they 
are anxious to secure any return rather than none at all. The 
Bank must then adopt other means to obtain control of the money 
market, and it does this by borrowing some of the surplus money 
itself, until the excess is reduced. Bill brokers are then compelled 
to fall bacK on the Bank for funds, and the Bank fixes its own 
price for the accommodation. 

Changes in the Bank Rate, — Prom the foregoing explanation, 
it will be clear that movements in the Bank Rate are fraught with 
widespread consequences, and for this reason, changes are, in normal 
times, made only after careful deliberation. As all rates in the 
country are affected, changes in the Bank Rate disturb contracts, 
impart an element of uncertainty to business transactions, and 
in some cases cause hardship and loss. 

The Bank changes its rate chiefly in order to protect its Reserve ; 
particularly when gold is leaving the country, when withdrawals 
show no signs of falling off, and the nation's gold reserve is en- 
dangered. 

A rise in the Bank Rate usually results in :— 

(a) A reduction in borrowing and a decrease in the number 

of bills brought forward for discounting. 
(6) A flow of capital into the country to take advantage of 

increased rates of interest, 
(c) An increase in deposits and savings, and, consequently, an 

increase in the Bank's Reserve. ^ 

{d) A foreign investment demand for London bills, as explained 

in the previous chapter, 
(c) A favourable turn in exchange rates. 
(/) A possible inflow of gold, and in any case a check on the 

outflow, if any. 

The immediate aim of a rise in the Bank Rate is to prevent 
the outflow of gold by turning the exchanges in favour of this 
country, and the most important means for bringing this about 
is to increase the foreign demand for London billsjas investments. 
This has been clearly explained previously, but the student will 
now be able to appreciate why it is necessary that the Bank Bate 
should be able to influence the prevailing Market Bates. The first- 
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class bills purchased by foreign bankers are discountable at Market 
Rates, and not at Bank Rate, so that the demand for bills will not 
be affected unless the rise in the Bank Rate is followed by a rise 
i9 the Market Rate. The Bank may then find it expedient to 
obtain control of the market by adopting the measures previously 
mentioned. 

The object of the Bank of England is attained when the ex- 
changes turn in our favour, and a gold outflow is stopped, but the 
Bank may, for some days or weeks after the danger has been averted, 
consider it advisable to retain the increased rate of discount until 
conditions become stabilised. The Bank may then find that its 
discount business is falling off, because brokers can obtain all the 
accommodation they require outside the Bank ; and, in order to 
secure a fair share of the business of discounting, it is compelled 
to lower its rate. As a joint stock institution, the Bank is under 
the necessity of earning dividends for its shareholders, but for 
long years now it has subordinated the acquisition of private gain 
to the higher duty of conserving the national credit. 

The Position of the Bill Brokers.— The method of protecting 
the Bank's Reserve described above makes the bill brokers' position 
particularly difficult. As dealers in money, lending out capital 
day by day for short or long periods, fluctuations in the rates at 
which they can borrow or lend are to them of prime importance. 
In normal times, when Bank Rate is low, a broker may largely 
increase his commitments in the belief that the low rate will con- 
tinue.. Suddenly an advance in the rate is announced, his estimated 
profit disappears, and he may be confronted by a loss. But that 
is not all. The manoeuvres of the Bank to obtain control of the 
market also cause him hardship. If funds become scarce as a 
result of the Bank borrowings, the other banks on whom he relies 
for accommodation call in their loans, and compel him to obtain 
funds elsewhere, probably from the Bank of England, at a higher 
rate of interest, thereby upsetting all his calculations as well as 
disturbing his arrangements. As these changes almost always 
occur in times of pressure, the broker has difficulty in obtaining 
accommodation at all, and at best his margin of profit, which is 
always a low one, is bound to disappear. 

The difficulties of the broker are much more pronounced when 
sudden movements in the Bank Rate occur as the result of a gold 
shipment for a specified object. Then the announcement by the 
Bank is the first news received by the market of the outflow of 
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gold, and is quickly followed by a sudden hardening of rates. The 
Market can prepare itself when an unfavourable turn in the ex- 
changes develops progressively. Dealers closely scrutinise the 
position as exchanges gradually approach specie point, and Market 
Rates are adjusted to every movement in the quoted exchange. 
Conditions and consequences are capable of forecast and measure- 
ment by the skilled observer. Brokers know that a continuance 
of an unfavourable movement will be followed by a change in the 
Bank Rate. They grow cautious and reduce their commitments ; 
prefer rather to borrow than to lend ; charge higher rates for dis- 
counts, and allow higher interest on deposits. They are, therefore, 
prepared for the next move on the part of the Bank, and are able 
to avoid the serious inconvenience which always attends an un- 
expected rise in the Official Minimum. 

The Fosi-War Positioii. — The foregoing remarks refer more 
especially to conditions as they existed in days prior to the War, 
such as we hope to see again when the financial and economic 
position of the nation is restored. To-day, it is only a half-truth 
to say that the Bank Reserve is the ultimate gold reserve of the 
nation, and the Bank Rate itself has lost much of its imjMjrtance. 
During the War the nation's gold was concentrated at the Bank, 
and all the great banking institutions transferred their holdings 
of the metal from their vaults to those of the Bank of England, 
receiving in exchange bank-notes from the Issue Department. 
Demands for gold, whether for internal purposes or for export, 
now fall upon these reserves of gold coin and bullion which have 
been left with the Issue Department, from which the metal is 
directly obtained when required in return for notes, and not, as 
previously, through the Banking Department by withdrawals from 
deposits or by drawing against advances. Hence the proportion 
of the Banking Department Reserve to its Liabilities has been 
permitted to fall from the pre-war ratio of 42 % to the present 
low figure of 7 %. The reserve itself is not now subject to depletion 
from the foregoing causes, and its proportion to liabilities is no 
longer the principal factor in the fixing of the Bank Rate. Fluctua- 
tions in the Bank Rate are to-day dictated by questions of national 
policy, and high rates are maintained in an endeavour to check 
speculation and unnecessary borrowing, with their consequent ill 
effects of inflation and overtrading. 

It may also be mentioned that the great Joint Stock Banks 
now overshadow the Bank of England, and do not always find it 
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politic or expedient to follow the lead of the older institution in 
fixing rates for money. Another important influence is the entry 
of the Government into the market as the principal borrower, with 
the result that discount rates are very largely determined by the 
rate paid on Treasury Bills. Indeed, so potent a factor is the 
borrowing of money on Government account, that the value of 
money on the London market is nowadays largely determined by the 
Treasury Bill rates, and not as previously by the Bank Rate. 

It is to be understood, however, that the foregoing conditions 
are more or less of a temporary character, and bankers and financiers 
everywhere will welcome the return to the automatic adjustment 
of the value of money, and of the exchanges, which resulted from 
the maintenance of the gold standard in this coimtry, and the 
recognition of the Bank Rate as the ruling influence in the London 
money market. 
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CHAPTER X 

THE FAR WITH SHiVBB CUBBENOIES— SHiVBB FLUCTUATIONS 
AND THE SILVER EXCHANGES 

It was remarked in Chapter IV that a Mint Par of Exchange can 
only be established between two countries which use the same 
metal as the standard of value, i.e. between two gold standard 
or two silver standard countries. Most of the nations of the world 
have adopted gold, but in several couijtries, e.g. in China, India, 
the Straits Settlements, 'and Hong:lCc«ig, silver is the basis of the 
currency, and the chief medium of, ea^change. Between these 
silver-standard Statea, ^ fet^Qi3si|>Je.W*<':St.ablish a Mint Par as the 
basis of rates of exchange, calculated according to the relative 
weights and fineness of the standard silver coins, but the question 
may naturally be asked. What constitutes the par of exchange 
between a silver-standard country and a country such as Great 
Britain, whose standard is gold ? 

Prom the British point of view, India is by far the most im- 
portant silver-standard country, but the study of the rupee exchange 
is greatly complicated because of various expedients adopted by 
the Indian Government to maintain the value of the rupee, by 
creating an artificial parity between it and gold. 

We will, therefore, consider the rates of exchange between 
London and Hong Kong, where the currency consists of silver 
coins, chiefiy Mexican or Hong Kong dollars of 416 grains (900 
fine), and notes issued by three Eastern banks, all of which are 
convertible into dollars. The actual rates of exchange are quoted 
on the basis of payment in these notes, but for present purposes 
we will assume that the exchange is based on the silver dollar. 

A merchant in Hong Kong who sends goods to England, will 
expect to receive payment in silver dollars, whereas the English 
merchant will expect to pay what he owes in sovereigns. We 
have therefore to investigate the basis upon which the rates of 
exchange between this country and Hong Kong are calculated ; 
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in other words, we must find an equitable method of exchanging 
gold sovereigns for silver dollars. 

It is manifestly impossible to establish a Mint Par between 
a gold coin and a silver coin, because we have no fixed relationship 
between the two metals upon which to work. For instance, if silver 
to-day happens to be fifteen times less valuable than gold, we 
cannot proceed to work out on that basis the relative values 
of our sovereign and the Mexican dollar, because to-morrow the 
value ratio of silver to gold may have fallen to 15^ or 16. But, 
it may be asked, is not silver also a^legal tender in this country, 
and do not twenty shillings equal one sovereign ? Why not there- 
fore establish a Mint Par between the Mexican dollar and our 
shilling, which is one-twentieth of a sovereign, and use that rela- 
tion as a basis of the rates of exchange ? Let us proceed to do 
this by the Chain rule method. 

According to the Mint Regulations in Chapter XIV, 66 of our 
old silver shillings were coined from one pound troy (6,760 grains) 
of silver, 4oths fine. The Mexican dollar contains 416 grains of 
silver, 900 fine. 

? shillings ==: 1 Mexican dollar. 

$1 = 416 grains X yo ^^^ silver. 
6760 X i5 = 66 shillings. 
= 4*6 shillings. 

Now if this was a properly workable Mint Par between this 
country and Hong Kong, a Hong Kong merchant, who owed a 

2000 

London firm £100, would be in order in sending them -4:^-, i.e. 
about 435 silver dollars in settlement. We know, however, that 
such a settlement would not be accepted. 

The utility of a Mint Par depends entirely on the fact that 
the metals of which the coins are composed will be freely accepted 
in either of the two countries concerned in settlement of debts, 
at the Mint Par rates. If bills of exchange on London are quite 
freely obtainable in Paris, the French debtor buys and remits a 
bill to his London creditor, biit that does not by any means indicate 
that the London creditor would not accept gold if it were sent 
to him. He would do so willingly, but he accepts the bill because 
he knows it means gold in his own country. There is, therefore, 
always behind the bill this knowledge that it stands for gold ; and 
that the rate of exchange at which it was sold is based on the 
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exchange of gold, a commodity which in France, or England, or 
elsewhere, is freely accepted up to any anumni in discharge of 
obligations. . Creditors in both countries freely accept gold, because, 
no matter how large the quantity, they can sell it to their respective 
Governments. In this country any one taking gold amounting to 
£20,000 to the Mint can demand to have it returned to him free 
of charge in the form of sovereigns. The Bank of England, as 
agent of the Midt, is compelled to buy all gold offered to it at the 
rate of £3 ITs. 9d. per oujice standard. Gold can be as easily 
disposed of in Prance, and in most of the gold-standard countries. 

With silver, however, it is different. The coinage of silver in 
this country is a Government monopoly. No one may take silver 
bullion to the Bank and expect it to be returned to him in silver 
coinage. The Government purchases the 3ilver bullion required 
for coinage as cheaply as it can in the open market, and makes a 
considerable profit on its issues. The old silver currency was coined 
at the rate of five shillings and one sixpence per ounce of standard 
silver. Normally the market value of an ounce of silver is much less 
than the Mint value of 5s. 6d. Our silver coins are token coins ; their 
value as coins is greater than their value as bullion. They owe 
their circulation, and their value as currency, to the law of the land, 
by which they must be accepted in settlement of debts to the amount 
of forty shillings only. The 66 shillings used in the calculation 
of the Mint Par with Hong Kong do not contain £3 6s. worth of 
silver bullion, nor do the 4*6 shillings obtained in the result contain 
that worth of metal. The Mexican dollar could not be exchanged 
at the Mint for 4s. 6d., nor could it be sold in the market at any 
higher price than the actual market value of its silver content on 
the day it was offered for sale. 

It is now clear why the English merchant would not accept 
the settlement worked out above. He could not take his 435 dollars 
to the Mint and have them coined into shillings. All he could 
do would be to sell them for what they will fetch on the London 
silver' market, in the same way as one sells any other article of 
merchandise. Silver in this country, whether in the form of bullion, 
or coins of other nations, is a commodity pure and simple, to be 
sold for whatever price can be obtained for it. A large supply 
of silver on the market, coincident with a weak demand for it, 
will cause the price to fall ; a strong demand coupled with a short 
supply will cause the price to rise. The actual market value of. 
the Mexican dollar is about 2s. 
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The New British Silver Nickel Currency, — The references . above 
have been to the old silver currency of this country, but that has 
been superseded by the issue of a new coinage, composed half of 
silver and half of nickel. The new coins are therefore 500 fine, 
and the theoretical par with the- Mexican dollar works out at about 
8*5 shillings, a result which in itself indicates that the legal values 
attached to the coins have no bearing on the rates of exchange. 
A higher proportion of alloy is now used in minting silver in order 
to restore the margin of profit previously made by the Government, 
which at one time in the course of the War had altogether dis- 
appeared, because of the great rise in the price of silver during the 
War period. 

To summarise, therefore, it is not possible to establish a Mint. 
Par between two countries having different standards of value, 
because in one the standard metal of the other simply sells for what 
it will fetch, and it follows that the only rate of exchange which 
can exist is that which measures in one currency the actual market 
price of the metal contained in the unit of the other currency, due 
allowance having, of course, to be made for the possibility or other- 
wise of moving the metals, and also for the expenses and loss of 
interest involved in transmission. The rate of exchange between 
Hong Kong and London, depends therefore on the price in shillings 
and pence of the silver contained in the Mexican dollar. On the 
other hand, ignoring legal regulations which we shall consider later, 
the value of the sovereign in Hong Kong is simply the price of the 
gold in the sovereign measured in the silver currency of Hong 
Kong. 

The rat«s of exchange between gold and silver currencies fluctuate 
consideiably. Every change in the price of silver in London affects 
the rates of exchange with India, China, Mexico, and the other 
silvernstandard countries. In the case of gold, there is always 
a strong demand for the metal, because so many countries use it 
as a standard, and its value is fairly constant all the world over, 
since definite relationships exist between the various gold cur- 
rencies. But the silver (and bronze or nickel) token currency of 
a gold-standard country must be restricted. The Government 
s^es to it that enough is issued for trade requirements, and no 
more. In Great Britain, the token coinage is also restricted in 
respect of the amount which can be offered as legal tender — silver 
to 40s. and bronze to Is. Similar limitations exist in the other 
gold-standard countries. If no restrictions were placed on the 
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issue, or if there were no limit to the tender of the token coinage, 
people would use this cheaper currency, and hoard, or export gold, 
the dearer currency, or use it in the arts and in other more remunera- 
tive ways than in exchange, and in time the gold currency would 
completely disappear. There is no unrestricted demand for silver as 
there is almost everywhere for gold ; only silver-standard countries 
demand silver in large amounts, and therefore when a great mine 
is opened up, or some great hoard of silver is suddenly thrown 
on the market, the prioe drops immediately. Supply beats demand, 
until the surplus is used up in the arts or is absorbed by the silver 
countries. The rates of exchange with the silver countries there- 
fore fluctuate very considerably, and one of the foremost monetary 
problems of the day is the stabilising of the exchange rates with 
our Indian Empire. 

The Silver Bzohanges. — As it is impossible to establish a Mint 
Par between the silver countries and London, it follows that there 
is no fixed basis on which to calculate the rates of exchange, and 
therefore the price of bills and remittances. As with gold-standard 
countries, the prices of bills on silver countries depend on demand 
and supply, which, in turn, are influenced by the usual causes of 
fluctuations already noted, the chief cause being the state of trade 
between any two nations concerned. But although there is no 
fixed basis for calculating the rates of exchange, there are always 
fluctuating limits to the prices of remittances which we may describe 
as " silver specie points." If, for example, 100 silver dollars are 
sent from Hong Kong to London, they will always realise in London 
the market price for silver leas the expenses of transmission from 
Hong Kong. It therefore follows that a merchant in Hong Kong 
will not pay more for a remittance to London than the cost of 
buying and sending silver dollars. On the other hand, he woidd 
not accept less from a London debtor in the form of a draft or bill 
than he would obtain if silver was sent to him, and a London debtor 
would not pay more for a remittance to Hong Kong than it would 
cost him to send silver. There are, therefore, limits on both sides 
to the price of bills, which, though fluctuating daily according 
to the changes in the value of silver, can neither rise higher nor fall 
lower than the market price of silver plus or minus the expenses 
of transmission to the country concerned. 

Another price element should be noted here. As in all other 
countries, the bankers and brokers handle most of the exchange 
business in silver countries, and the prices charged by them for 
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remittances depend on the rate at which they can cover their 
commitments, which turns chiefly on the cost of moving silver. 
The London banker who is remitting funds to Hong Kong cares 
nothing where the silver comes from, so long as he can keep down 
his costs. He may ship it from London, but more probably he 
will arrange to move it from India, or China, or Japan, whichever 
comes cheapest. This, therefore, is another factor which determines 
the fluctuations of the silver exchanges, since the nearer the source 
of supply of silver to the place where it is wanted, the cheaper the 
remittance tates to that place. 

The silver exchanges with London therefore fluctuate much 
more frequently and seriously than the gold exchanges, and exchange 
operations with silver-standard countries are distinctly hazardous: 
For this reason, most exchange transactions with these countries 
are effected by cable or telegraphic transfers, which being quickly 
acted upon, obviate the risks attendant upon transactions in bills 
payable days or months after date or sight. Prices of goods sold 
to silver-using countries by gold-standard countries are generally 
quoted in the currency of the latter, and payments must then be 
made according to the gold price of silver bullion. 

Huctoations in Silver. — ^The value of silver bullion has fluctuated 
enormously during the last few years, and although it is not possible 
within the limits of this book to deal with these fluctuations in 
detail, it is necessary to refer to the most important before dis- 
cussing the principal silver exchanges. 

At the outbreak of war in 1914, the price of silver stood at 
about 2s. 2d. per ounce standard, and it gradually rose until, in 
February, 1920, it reached the record level of about 89d. per 
ounce. During the early stages of the War, a great demand for 
silver sprang up in Europe, where it was required in huge amounts 
to fill the gaps in the currencies caused by the withdrawal of gold, 
and to meet the increased demand for small currency. The necessity 
for supplying silver coins to the troops in Egypt, India, and Meso- 
potamia, and the issue of enormous quantities of silver war medals 
and discharge badges, also added greatly to the demands for the 
metal by the Allied nations. In Britain alone, about nine millions 
of silver were coined in 1916, as compared with a former yearly 
average of about one million. This great demand came at a time 
when supplies had fallen off, particularly from Mexico, where 
internal disorder had practically stopped production. Speculators 
seized their opportunity, and held off supplies, forcing the Allied 
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Governments to take concerted action, and by pooling their pur- 
chases, to eliminate competition for the metal. 

In 1917-1918, momentous changes occurred in the prices of 
silver ; the silver exchanges fluctuated in a remarkable manner, 
and on several occasions Government intervention was mad^ 
necessary. In India, the value of the rupee was raised to IS; 6d., 
and the importation of silver coin and bullion was prohibited.. 
The British and United Sta,tes Governments took joint steps to 
control the silver markets, and in this country the maximum price 
for silver was fixed by Order in Council. 

On the 23rd April, 1918, the Pittman Act was passed by the 
United States Senate, empowering the U.S. Government to obtain 
possession of 350,000,000 silver dollars held by the Treasury, and 
to melt and export the bullion at a price not less than $1 per 
ounce, 1,000 fine. This measure relieved the pressure in the silver 
market, but the enormous demand kept prices at a high level. 
The British Mints coined a further nine millions of silver during 
1918. 

The year. 1919 witnessed the greatest fluctuations and the price 
of silver reached 794d. per ounce. The rise was attributable to 
two causes : — 

(1) The artificial support of the American Exchange by the 

British Government was withdrawn on the 25th March 
of that year. The rate immediately droj^ped, and the 
fall in the value of sterling sent up the price of silver, 
which was being imported chiefly from the States. 

(2) The British and American Governments withdrew their 

control of the silver market in May, 1919, and a con- 
sistent demand from China and Europe caused prices 
to rise constantly until the record level of 89Jd. per 
ounce was attained in February, 1920. 

Effects of Elactuatioiis in Silver. — It needs no demonstration 
to show that the enormous fluctuations in the value of silver have 
been followed by corresponding movements in the rates of exchange 
between the gold-standard and the silver-using countries. The 
general effect of the rise in the price of silver has been greatly to 
increase the value of the currencies of the silver-standard nations, 
and to lower the relative value of the gold currencies. The 
sovereign, or pound sterling, has depreciated in oountries such 
aa India and China, and those exchanges have mpyed against this 
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country. The erratic movements of the silver exchanges are 
naturally disastrous to trade relations. Incalculable elements of 
risk and speculation are introduced into all business transactions ; 
producers and exporters are uncertain of their return ; and im- 
porters and consumers are unable to estimate the prices they will 
have to pay for goods. The result is that business operations 
degenerate into mere gambling transactions, and legitimate trade 
languishes and eventually becomes practically impossible. 

Although the violent fluctuations in the rates of exchange are 
disastrous to trade, changes in the relative values of gold and silver 
may be attended by certain beneficial consequences. If the price 
of silver rises in London, the purchasing power of a silver currency 
is increased and our exchanges with silver-standard countries will 
become unfavourable to us. Exports from this country are therefore 
stimulated, but imports into this country from the silver-standard 
nation are discouraged, because the goods cost us more. This is a 
favourable movement as far as we are concerned, but unfavourable 
for the silver country ; but at best the movement can only be 
temporary, for the direction of trade tends to turn again when the 
exchange moves in our favour. In the absence of such an adjust- 
ment, trade would fall off, as goods must eventually pay for goods. 
Sufficient has been said to indicate that the price of silver is 
highly important to n^erch'ants who specialise in trade with silver- 
using countries, and that they are, in consequence, far more in- 
timately concerned with the exchanges than those merchants who 
deal with gold-standard countries. 

The Indian Exchange. — The currency unit of our Indian Empire 
is the silver rupee, containing 180 grains of silver, jgths fine, which 
circulates side by side with notes issued by the Government, and 
is legal tender for any amount. In 1899, the English sovereign 
and , half-sovereign were made legal tender in India at the rate 
of Is. 4d. per rupee, i.e. 15 rupees to the £1. This ratio was altered 
in 1919, when the value of the rupee was fixed at 2s., i.e. 10 rupees 
to the £1. The gold rupee or ** mohur " is exactly equivalent 
to our sovereign, and since 1918 it has passed as legal tender at 
the same rate. 

India is to all intents and purposes a silver-standard country ; 
the rate of exchange has therefore fluctuated with every change 
in the price of silver, and in past years many attempts have been 
made by the British Government to stabilise the value of the rupee 
and the exchanges. Subject to changes which have sometimes 
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to be made in the arrangements as a result of the abnormal con- 
ditions consequent on the War, the Indian Government will issue 
rupees or notes in exchange for gold at the fixed rate of 10 to the £, 
at the Imperial Bank of India in Calcutta, Bombay, and Madras, and 
this power of converting gold into silver rupees has led to the present 
system being sometimes described as the '' gold exchange standard." 
The value of the rupee in relation to gold is fixed at a higher rate 
than its. normal value as bullion, and the Indian Government is 
enabled to regulate the amount in circulation, in consequence of its 
powerful influence in controlling the rates of exchange. 

The theoretical par of exchange with India is now established 
as 1 rupee = 2s., but the actual exchange fluctuates daily in accord- 
ance with the relative values of gold and silver, as in the case of 
other silver countries. The actual par, assuming that the rupee 
contains 166 grains of fine silver, and an ounce of standard silver 
contains 440 grains fine, may be expressed as follows : — 

1 rupee = ^^ of the price per ounce of standard silver. 

This represents the value of tlie rupee at any time in the London 
and other markets, and is naturally little afiected by the fact that 
in India a sovereign can be exchanged for 10 silver rupees, although 
at times the fixing of this ratio does react very considerably on 
the exchanges, by causing great variations i^i the demand for and 
supply of silver. 

In considering the Indian exchange, three facts of importance 
must be taken into account : — 

(1) The balance of trade is nearly always in favour of India. 

India exports more than she imports, so that the rupee 
exchange is usually against Great Britain, and India 
annually imports large quantities of the precious metals. 
The exchange value of the rupee is therefore usually 
higher than its intrinsic value, and the Indian exchange 
often stands near the import specie point into that country. 

(2) As the currency of India is silver, it is continually fluctuating 

in value as a result of the many influences which affect 
the price of silver in the world markets. 

(3) The Government of India is a large dealer in exchange, 

and its operations exert a powerful influence on rates. 

The last fact is of prime importance. Enormous sums have 
to be remitted annually by the Indian Government to London 
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for payment of interest on loans, pensions, contributions to Imperial 
revenue, purchases of bar silver for coinage, for supplies, and, 
during the War, for payment of the upkeep of the Indian Army 
in Europe, etc. Consequently, the Grovemment is concerned with 
two problems : (a) the maintenance of the internal value of the 
rupee, and, as far as practicable, (6) the support of the foreign 
exchanges. 

By limiting the amount of silver coined, and by varying from 
time to time the exchange ratio of the rupee to the sovereign, the 
Government endeavours to maintain the rupee in circulation as 
a token coin, and, by its influence over the exchanges, to prevent 
the changes in the internal circulation, which would result from 
a large import or export of rupees. 

The Government influences the exchanges by maintaining large 
reserves of gold in India and London, against either of which it 
can issue bills when conditions require. So long as the exchange 
is fairly normal, the i Grovernment interferes as little as possible, 
often not at all. But when the demand for. remittances causes 
Indian bills to rise in price, and the value of the rupee in London 
rises above the fixed parity, then the Secretary of State for India 
sells Council Bills and Telegraphic Transfers in London drawn 
on the Indian Treasuries, in quantities varying with the course 
of the exchange. These bills and transfers are paid for in London 
in gold, and are paid in India by the Indian Government in rupees. 
The gold received in London increases the reserve in London, and 
is used to pay off India's indebtedness to Europe, while the rupees 
paid out in India increase the circulation in that country. 

If the exchange moves in the reverse direction, i.e. against 
India, the value of the rupee falls below the fixed parity, and the 
Secretary of State abstains from selling Council Bills or Telegraphic 
Transfers in London. A continued downward movement in the 
rate would probably cause gold to be sent from India to London, 
and, to prevent this, the Indian Government, as soon as the ex- 
change reaches the point when it is profitable to ship gold, sells 
bills in India drawn on its reserve in London. These remittances 
are called Reverse Councils, and are paid for in India in rupees, 
thereby lessening the volume of currency in circulation. By 
retaining the rupees and notes so withdrawn from circulation, 
the Indian Gk>vemment helps to restore the exchange and maintain 
the value of the currency. .> 

In both cases the net result is the same as if gold had been 
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exported to, or imported from, London, but what actually happens 
is that the gold balance standing to the credit of the Secretary 
of State for India at the Bank of England expands or contracts, 
and the rupee circulation in India varies proportionately. The 
Indian Government intervenes when the value of the rupee moves 
sufficiently far from the fixed price to make profitable gold move- 
ments to or from India. If these remittances were not available, 
gold or silver would be exported from England and exchanged 
- for rupees in India, thereby inflating the currency and influencing 
the exchanges, but shipments of bullion are obviated so long as 
Council Bills can be obtained at lower rates than the cost of sending 
gold. The Government of India therefore undertakes not only 
the supply and control of the currency in India, but also renders 
great service to trade by remitting large sums of money on trade* 
account. ^ The* Secretary of State obtains the money he requires 
for his disbursements in England and Europe, and provides bankers 
and merchants with a safe, simple, and extremely convenient form 
of remittance to India. 

Coiineil Bills and Telegraphic Translen.— These are sold by 
tender once a week. A notice is exhibited at the Bank of England 
on Wednesdays, specifying the amount which will be allotted, 
and inviting tenders for bills of exchange and transfers on the 
Indian Government authorities at Calcutta, Madras, and Bombay. 
Applicants specify the place at which they require to receive the 
funds, and if they require the money immediately available, they 
apply for transfers. If mail remittances are suitable, they apply 
for bills, which are drawn at several weeks' date. Allotments are 
made to the highest bidders, and a statement is issued showing 
the total applications, the allotments, and the amount to be ofiEered 
in the following week. If the applications exceed the amount 
offered, a 'pro rata allotment is made. 

Special or Intermediate Councils are issued on other days of 
the week, when conditions render it expedient to do so. 

Deferred Transfers were introduced as a result of the delay 
in the mails during the 'War- They are payable in India sixteen 
days after deposit of their amount in London, and are offered at 
the same rate as bills. 

Transfers are slightly dearer than bills and Deferred Transfers, 
because the amounts are payable immediately on receipt of cable 
in India, whereas a period of sixteen days or three weeks must 
elapse before the other remittances reach their destinations. 
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The method of financing the trade of India by Council Bills 
and Transfers is by far the most important, but it must not be 
thought that the services of banks and brokers in settling Indian 
accounts are entirely dispensed with. Bills are drawn on Indian 
importers in the usual way, and are sent forward for collection 
through the banks or are sold outright in London to one of the 
Indian banks. On the other hand, Indian exporters draw bills 
on London accepting houses and banks under credits previously 
arranged. They then sell the bills in India to the banks, by whom 
they are sent forward to London for collection. 

The War and the Indian Exchange. — ^During the War, India 
was very prosperous. Her goods were in great demand, the trade 
balance was much to her advantage, and this> combined with the 
high price of silver, caused the exchanges to rise in her favour, 
so that there was a constant demand in London for Council drafts 
for remittance of funds. In January, 1920, conditions inclined the 
other way. Foreign markets were glutted with Indian produce, 
and, whilst many European countries were unable to pay for Indian 
goods which they had purchased, owing to their inability to restore 
production, others were resuming their pre-war export of machinery 
and manufactures to India. The trade balance moved against 
the country, and the rupee gradually declined in value. The 
fixing of the value of the rupee at 2s. proved abortive. Speculation 
was encouraged, and a largely increased import trade led to a 
transfer of capital from India. The declining exchange resulted 
in heavy demands for Reverse Councils for making remittances 
to London, and the sale of Council Bills in London fell ofi in January 
and had eventually to be discontinued altogether. Huge amounts 
of Reverse Drafts were sold by the Government at a heavy loss in 
an endeavour to stabilise the exchange. In September it was 
decided to cease the sale of Reverse Councils, and the Government 
left the exchange to take care of itself. At the time of writing, 
India's exchange and trade are in a miserable position. The rupee 
is valued. at Is. 3d. only, and exporters cannot sell their produce. 
During the boom, India over-imported, and much of the imported 
goods remain unsold. The only good result has been a reduction 
of the note circulation, and an increase in the silver backing of the 
notes by about 60 crores of rupees. Recovery will set in as the 
world's markets improve and India experiences a good season 
and a revival of her productive capacities. 

The Chinese Exchange. — It is not within the scope of this book 

9 
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to enter very deeply into the complications of the Chinese Ex- 
change, although il should not, for that reason, be thought that 
China is an unimportant country. Far from being unimportant, 
it is probable that China, with her enormous population, extensive 
productive areas, huge untapped mineral resources, and cheap 
labour, will one day become a great trading nation. 

The exchange question with China is a difficult one because of the 
absence of any national or standard unit of currency. The circulat- 
ing legal tender is generally silver, but the principal coin in daily 
use is the small copper cash or li, which varies in value from f^th 

to 1800^^ ^' ^ ^^- '^^^ ^^ ^'^ ^ weight of silver, usually reckoned 
equal to 583*20 grains troy of British standard silver, but its actual 
value varies considerably in different provinces. In dealing with 
this imit, it is therefore necessary to know whether it is a Shanghai 
tael, Hankow tael, etc., and these imits vary not only as weights 
but also as units of value. Payments by weight are made in silver 
bullion, made up into '' shoes " of 50 taels each, and known as 
aycee (fine silver). 

Various other coins and units are in circulation, the chief of 
these being the Mexican dollar, which also circulates largely in 
Hong Kong. The Chinese in certain districts have used the Mexican 
dollar for many years, having become so convinced of its purity 
and value, that attempts to establish other silver coins have failed, 
because of the national predilection for the coin. The demand 
for Mexican dollars is so strong, that the price per ounce is quoted 
in London side by side with the price of standard silver, thereby 
obviating the necessity for a calculation based on the fineness 
(^ths) of the dollar. The exchange problem with China is there- 
fore one of considerable difficulty, its complexity arising not only 
from fluctuations in the value of silver, but because of the varia- 
tions in the units used. The principal rate quoted is that on 
Shanghai, which is expressed in shillings and pence per Shanghai 
tael, and variations in the rate occur for the same reasons as have 
been shown to influence the other silver currencies. 

The principal quoted rates between China and this country 
are for Telegraphic Transfers, by which gold is paid in London 
for each silver tael laid down in Shanghai. The Eastern banks 
quote cheaper rates for first-class bank bills at four and six months' 
sight, whereby they arrange future payments in gold in London 
against silver deposited at once in Shanghai. 

The rates of exchange charged by bankers for remittances are 
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based in the usual way on the cost to them of covering their sales, 
by placing their agents in funds or by remitting silver from the most 
profitable centre. Rates are therefore dependent on the usual 
factors regulating the exchanges, but are also influenced by the 
price of silver and the cost of ** laying down " silver in the gold 
centres. 

The rates with London are chiefly fixed in the Chinese centres, 
since debts between the two countries are settled by bills drawn 
on London. Chinese imports from Britain are paid for by bills 
on London, and Chinese exporters obtain payment by drawing 
and selling sterling bills. China's trade with other nations is also 
largely settled by London bills, under arrangements with London 
financial houses. In fact, China is an excellent example of a country 
which utilises London bills to their full extent, in the manner 
described in Chapter II, again proving the truth of the statement 
that '' London draws few bills but accepts many." 

Mexico. — ^The only other important silver-using country is 
Mexico, but in past years the internal state of that country has 
been so disorganised by revolution, that it has occupied a relatively 
unimportant position in international affairs. Its politics are now 
more settled, and the world-wide demand for oil and silver, both 
of which are found in Mexico in enormous quantities, are every 
day adding to its importance as a producing nation. 

To the student of the exchanges, the only fact which need be 
noted at the present time, is that Mexico's unit of currency, the 
Mexican dollar, is coined in such enormous amounts, that it has 
been adopted in many countries as a medium of exchange. It 
is freely accepted in China, Hong Kong, and other Eastern States, 
and its price is quoted in the leading exchange markets alongside 
the quotation for standard silver. The wide circulation of the 
Mexican dollar has been due to the huge deposits of silver in Mexico, 
and also to the reputation for purity and homogeneity earned 
and merited by the coins. 
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CHAPTER XI 

THE PAPER EXCHANGES— INCONTSBTIBLE CUBRENOIES— 
THE GREAT WAR AND THE PRINCIPAL EXCHANGES 

In pre-war days, we in this country were apt to congratulate 
ourselves on the soundness of our finances, the stability of our 
gold standard, and our carefully regulated convertible note issue. 
This complacency was not unjustified, and it was possible to look 
almost with pity on countries such as Russia, Italy, and the South 
American States, overburdened with huge issues of paper currency, 
so depreciated that gold, though known, was rarely seen. How 
changed the position to-day ! Gold has practically disappeared 
from circulation in this country, and our currency consists chiefly 
of Treasury notes, legally convertible into gold, it is true, but 
backed by so low a reserve that it would be ludicrous to say that 
they were fully convertible on demand. But practically every 
great nation in the world, with the exception of the United States, 
is in the same, or a worse position. Prance, Italy, Germany, 
Austria, and Russia have enormous over-issues of inconvertible 
currency. Metallic money is rarely used in those countries, notes 
having been substituted even for the minor coins. In some 
countries no attempt is made to maintain a reserve against the 
notes, and in others the reserve is totally inadequate for the 
purpose. 

Convertible Paper. — An excellent example of convertible paper 
currency was afforded by the pre-war Bank of England note. The 
convertible note has many advantages as currency. It is both 
convenient and economical, and so long as it is issued in suitable 
denominations, and the note is always convertible into gold on 
demand, it in every way fulfils the same functions as a metallic 
currency. The great virtue of a convertible currency is that it 
is elastic and automatically increases or decreases with the public 
demand for currency. If, because of increased trade, more is 
required, more can be obtained from the banks ; if trade slackens, 
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the excess returns to the issuers and is oancelled. This is precisely 
what Happens with the Bank of England note. The circulation, 
grows with the periodic increase in the demand for currency at 
the turn of the half-year and the quarter, and contracts again when 
the demand is satisfied. It is imperative, of course, that adequate 
reserves of gold should be maintained in order to redeem the 
notes ; but their use effects economy in the use of gold, and larger 
supplies of that metal are consequently available for export and 
other purposes. If these safeguards exist, there is no reason why 
such paper should not be accepted abroad, and, in fact. Bank of 
England notes are taken in other countries. 

Inoonvertible Paper. — The great drawback to an inconvertible 
paper currency is that it lacks the elasticity characteristic of the 
convertible note. Once such paper is put into circulation, it 
remains in circulation until such time as the Government is in 
a position to redeem it, and decides so to do. Theoretically, if 
the amount is strictly limited, and the issue is regulated according 
to the demands of trade, it is possible that with proper precautions 
an inconvertible note issue might perforan the usual function of 
an efficient internal currency. But the history of inconvertible 
paper issues throughout the world is not encouraging. For external 
payments it is, however, useless, since foreigners will not accept 
a medium of exchange which cannot be used in their own country ; 
and, as gold caimot be obtained by cashing the notes, specie for 
export purposes must be purchased in the open market like any 
other commodity, and its value as measured in notes will always 
stand at a premium. 

Inconvertible paper is always liable to be, and, in fact, almost 
always is, issued in excess. A Government issue of inconvertible 
currency is in the nature of a forced internal loan, costing little 
or nothing to raise, and carrying no interest or obligation to replay 
the principal. The temptation to over-issue is therefore almost 
irresistible, and in times of financial stress, ministers are glad to 
avail themselves of a method which, merely by setting the printing 
, press to work, places large funds at their disposal. Appetite grows 
by what it feeds on, and every additional issue still further de- 
preciates the national currency. The prices of commodities rise, 
including those of the precious metals. Gold and silver coins are 
melted down, hoarded, or are used to make payments abroad, 
and thus disappear from circulation. The paper currency becomes 
so discredited that the people will accept it only under compulsion. 
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The exchanges, because foreign nations will not accept the de- 
preciated paper and demand payment in gold, move codstantly 
against t)ie country, till finally the export of gold being prohibited, 
they are left to find their own level. 

Such a state of affairs will result from the outbreak of war, 
or the occurrence of other national disasters, such as widespread 
crop failures, or extensive floods. Funds must be raised in some 
way, and if exports fall off, the gold circulation must be used for 
foreign payments. There are, however, other reasons for resorting 
to an inconvertible currency. A large expansion in trade may 
cause enormous demands for currency, 'and it may be impossible 
to fill the gap except by a paper issue. Increasing trade calls for 
increased supplies of currency to meet the augmented demand for 
means of payment. As soon, however, as contraction in trade 
occurs, the currency becomes redundant, for the excess over the 
new requirements cannot immediately be absorbed by the State 
and cancelled. The deflation of an inflated inconvertible currency 
is a most difficult operation, and can only be effected gradually 
and by rigid economy over a series of years. 

The extent to which a paper currency is depreciated is shown, 
approximately, by the premium on gold, which rises higher and 
higher with each new currency issue. If, for example, £200 in notes 
will exchange for no more than £100 in gold, the premium on gold 
is said to be 100 %, and paper is reckoned to be at a discount of 
50 %. 

Exchange Bates. — ^The extent of the premium on gold will 
usually enable us to decide how far the exchange rate has diverged 
from the Mint Par or normal exchange value, but as gold is often 
unobtainable in countries burdened by a depreciated paper currency, 
the currencies of other nations are then measured simply and solely 
in paper money. The value of the paper currency is its purchasing 
power within the country of issue, and this varies with the extent 
to which the internal currency exceeds actual exchange require- 
ments. Each fresh issue, unless it be absorbed by increased trade 
requirements corresponding to the addition to the currency, increases , 
the depreciation. Demand for currency will increase if trade 
improves or harvests are good, and the value of the notes will 
appreciate or remain steady. On the other hand, financial crises, 
bad harvests, rumours of war, etc., will, by impairing credit, lower 
the value of the paper currency and send up the premium on gold. 
As the Government in such countries is always prone to make 
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further issues, conditions which point to the probability of a fresh 
issue have a bad effect on the value of the currency unit. 

Trade with such countries is naturally in a precarious position. 
Foreign exi)orters are never certain how much currency they will 
receive for their goods, and the home importers are equally in the 
dark as to what they will be called upon to pay. In both cases 
the payments will depend on the purchasing power of the currency 
unit, and foreign exporters will therefore be guided by the amount 
of goods they may hope to purchase in return for their exports. 
Thus, foreign trade, when it is conducted at all, approximates to 
barter. Goods are taken in exchange for goods, for, since gold 
is unobtainable, foreign merchants will prefer actual merchandise 
to payment in a paper currency of dubious value. Exporters 
from such countries are in a more favourable position, seeing that 
they sell goods to foreign States for foreign money. Every fall 
in their exchange increases the amount which they must receive 
in payment, so that the farmers and producing classes generally, 
who are little concerned with imports but greatly interested in 
exports, are not affected to the same extent as are the poorer classes 
(to whom rising prices for necessaries mean increased poverty and 
misery), and those living on the proceeds of capital, invested at 
a time when the exchange value of money was higher. An un- 
favourable exchange, however, apart from special national efforts 
to rectify it, tends generally to correct itself. Exports are encouraged 
and imports discouraged for the reasons already noticed, and to 
the extent that the balance of trade becomes less adverse, the 
exchanges and the national finances are restored. 

The War and the Exchanges. — As a result of the War, most 
European nations have paper exchtoges. The Mint Pars having 
been lost sight of, and the specie points become inoperative, rates 
of exchange are demoralised. The nations are burdened by 
enormous inconvertible paper currencies. Gold, and, in many cases, 
silver also, has practically disappeared from circulation, and the 
free export of gold is almost everywhere prohibited. Of all the 
Allies, the exchanges of this country are least affected, but even 
in the case of this country, the rates with the U.S.A. and some 
of the neutral countries are against us. The rates of exchange 
with our Allies are greatly in our favour, but this is less an advantage 
than a disadvantage, the rates being so high as almost to prohibit 
trade. Charos is the only fitting word to apply to the exchanges 
of our late enemies, their currencies being depreciated hundreds 
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of times below pre-war values. With Russia no exchange is quoted 
at all, the remnants of her pre-war economy having been destroyed 
by revolution. 

Summary. — It has not been possible within the limits of this 
book to treat exhaustively of the effect of the War on the ex- 
changes, but the following extracts from The Times' " Financial 
and Commercial Review,' for January, 1921, are added for the 
guidance and information of the reader. They summarise clearly 
and concisely the position of the principal exchanges during 1920. 
The italicised portions deserve careful consideration, as bearing 
upon the present position of this country, and of London as the 
world's foremost financial centre : — 

" The course of the foreign exchanges, remarkable in 1919, 
was still more extraordinary in 1920. At times the foreign 
exchange market was completely demoralised, and international 
trade reduced to a gamble in paper currencies. The value of 
the European currencies expressed in United States gold dollars 
continued its downward movement, and with the notable excep- 
tion of the pound sterling the closing quotations of the year 
were very little above the lowest points recorded in the 12 months. 
In the early part of the year the pound fell steadily and per- 
sistently, until on February 4th, it touched $3-20j^. It never fell 
below that figure, and shortly afterwards a steady improvement 
set in; in the month of April $4 '02 J was touched. This was 
the highest figure of the year. In July a reaction set in, and in 
November it fell as low as $3*33|, recovering by December 31 
to $3*54^, which compares with $3-76 on December 31, 1919. 
It may be noted that the lowest level touched in 1919 was on 
December 13th, when the rate fell to $3 -67 J. But in relation to 
all other currencies, the pound sterling was of higher value at 
the end of the year than at the beginning. In most cases the 
rise in the pound was very substantial. Bu( inasmuch as the 
value of the pound in gold was lower than at the beginning, the 
rise in sterling exchange in other countries denotes that what 
really happened in 1920 was a further depreciation in these 
foreign paper currencies. Taking gold as the measure of value 
it would therefore be more exact to say that other currencies 
depreciated in terms of sterling than to assert that the value of 
the pound advanced in 1920. 

" Cause of the ' Rise ' in the Pound. — The recovery in the 
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value of the pound (not in gold, but in other paper currencies) 
was the most significant eveiit of the year. 

" The foreign exchanges form a concise index of the economic 
health of nations ; and the events of the year, especially the 
movements in sterling and other currencies, have demonstrated 
this truth in a remarkable manner. What was the cause of the 
rise in the pound, or, in other tvorda, the fall in European currencies ? 
The answer is thai Oreat Britain was one of the only two European 
nations, which in the past ^ year balanced its budget and therefore 
UHXs able to aboUsh the use of the prirUing press. That is to say, 
England ceased to water down her currency, whereas the other 
countries, faced with an excess of expenditure over revenue, were 
compelled to manufacture paper money to pay their way. This 
position was clearly shown in the paper on public finance prepared 
for the International Financial Conference held at Brussels in 
September-October, under the auspices of the League of Nations. 
This paper presented the following figures relative to national 
finances, from which it will be seen that nearly all the nations 
of Europe last year continued to use the printing press : — 



state. 


Percentage of 
estimated 1920 

Revenue to 
estimated 1920 

Expenditure. 


State. 


Percentage of 
estimated 1920 

Revenue to 
estimated 1920 

Expenditure. 


United Kingdom . . 


119-7 


Canada 




680 


Czechoslovakia 




108- 1 


Switzerland 




. i 63- 1 


British India 




98-2 


Germany 




. 1 53-5 


Norway- 
United States 




90- 

89-7 


Portugal 
Greece . . 




. 


49-9 
46-9 


Holland 




82-6 


France . . 






44-6 


Sweden 




80-4 


Australia 




44-4 


Japan 




78-2 


Poland 




. i 44- 1 


Spain 
South Africa 




76-6 
73-2 


Belgium 
Italy . . 




. i 42-8 
. ' 42-6 

1 



^Emopean Indebtedness to America.— The decision of the 
Biritieh Government to repay the £60,000,000 American Loan 
which matured on October 15th last, no doubt improved senti- 
ment aa rjBgards the future of the pound, and was largely respon- 
sible for the rise in the American exchange to over four dollars. 

'' But this sentiment failed tp offset the enormous demand for 
dollars resulting from the great surplus of exports from the 
United States to Europe over imports from European connives 
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into America. The burden of financing this European indebtedness 
to America fell, of course, upon London, and the sterling exchange 
consequently really represented not a London-New York raie, but, 
as Mr. F. C. Goodenough has put it, a European-New York rale. 
The Americans sold the European currencies, taken in payment 
of goods they sold, mostly through London, while Europe bought 
its dollars chiefly through the medium of the London market, 

" Exports from the United States in 1920 were estimated at 
$8,191,000,000 (£2,340,000,000), and imports at $6,468,000,000 
(£1,276,500,000). It is obvious that the excess of exports amount- 
ing to $2,723,000,000 (£1,063,600,000) meant that the demand 
for dollars to pay for the goods imported from the United States 
was greatly in excess of the American demand for other currencies 
which the American importers required to pay for the goods 
they bought in other countries. As the demand for dollars was 
thus greater than the supply, the price of dollars in other currencies 
increased. 

** In the first two or three months of the year, that is during 
the short-lived boom in business, an enormous business in foreign 
exchange was transacted here. The big banks, which since 1914 
have developed their foreign business to an extraordinary degree, 
have latterly derived a large proportion of their profits from 
foreign business. 

" The table opposite shows the parity of the principal exchanges, 
the rates current at the end of 1920 and 1919, and the highest 
and lowest figures recorded during the past year. 

'* Generally the Continental currencies depreciated steadily in 
the first quarter of the year ; the second quarter witnessed a gradual 
recovery, but the last six months saw a fresh depreciation. The 
French exchange rose from 41 fcs. 9 c. at the beginning of the 
year to 68 fcs. 80 c. in April ; by the end of June it had fallen to 
46 fcs., and then followed a fresh upward movement which carried 
the exchange up to 69 fcs. 30 c. by the end of the year. The Belgian 
exchange followed the course of the French very closely, but the 
Belgian franc always stood at a premium over the French, the 
financial and economic position of Belgium being generally superior 
to that of France for obvious reasons. The Italian rate began 
at 50 1. \2\ c, advanced to 106 1. in April, fell to 66 1. at the 
end of June, and rose again to 101 1. 50 c. by the end of the year. 
At the beginning of the year the Greek drachma was at par ; 
but it steadily depreciated during the year, and in the last few 
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weeks fell sharply to 49 dr. 50 c. on the political complications 
resulting from the return of King Constantine. 

" The German rate advanced to 365 in the middle of the year ; 
a fall to 186 followed and then a fresh advance to 258. Move- 
ments in this exchange were always mysteriouB ; and the improve- 



New York 

Montreal 

Paris 

Bruflsela 

Rome 

Bukeurest 

Belgrade 

Madrid 

Berne 

Athens 

Helsingfors 

Petrograd 

Lisbon 

Amsterdam 

Berlin 

Vienna 



Warsaw 

Ohristiania 

Stockholm 

Copenhagen 

Alexandria 

Bombay 

Calcutta 

Madras 

Hong Kong 

Yokohama 

Shanghai 

Singapore 

Manila 

Rio de Jan. 

B. Aires 

Valparaiso 

Montevideo 

Lima 

Mexico 



Parity. 



$4.86J 

$4.86| 

26 f. 22^ c. 

25 f . 22| c. 

26 1. 22t c. 
26 lei. 22} c. 
25 d. 22ic. 

25 p. 22} c. 

26 f. 22J c. 
26 dr. 22} c. 
25 m. 22} pf . 

93 r. 87 J 

53id. 

12 a. 10 c. 

20 m. 43 pf . 

24 kr. 02 c. 

24 kr. 02 c. 

20 m. 43 pf. 

18 kr. 16 

18 kr. 16 

18 kr. 16 

87* p. 

2/. 

2/. 

2A 

24id. 



24.06d. 

27d. 
47.68d. 

18d. 

51d. 

Par 
24.58d. 



Dec. 81, 
1920. 



3.54} 
4.10} 
59.70 
56.85 
101.50 
283.50 
127.50 
26.48 
23.16 
48.12} 
116.50 

6} 
11.26 

258.00 
1,525 

307.60 
2,260 
23.66 
17.69 
23.12 

97t^ 
1/5H 
1/5}} 
1/5H 

3/2tV 
2/Si 

4/1tV 
2/3U 
2/6 

eiA 

4i 

50 

17}% dis. 

34} 



Dec. 31. 
1919. 



3.75i 

4.13 

41.09 

40.40 

50.12} 



19.68 
21.12 
26.62} 
126.60 

20 
10.13 
187.50 
655 



19.80 

18.60 

17:60 

97} 

2/4,^ 
2/4tV 
2/4A 
4/10} 

2/8} 

8/1 

2/4} 

17} 

62} 

12 

65} 

7}% dis. 



During 1920. 



Highest. 


Lowest. 


4.02} 


3.20} 


4.59 


3.66 


68.80 


40.75 


63.65 


40.40 


106.00 


50.00 


325.00 


120.00 


28.90 


18.98 


23.33 


19.40 


49.50 


26.40 


180.00 


59.00 


405* 


110* 


20 


6* 


11.50 


8.65 


365.00 


120.00 


1,600 


480 


450 


130 


2,300 


370 


26.78 


18.67 


18.51 


17.07 


26.91 


19.60 


2*^} 


W 


2/9} 


1/4: 


2/9} 


1/4} 


3/0} 


2/4 


9/6 


3/10} 


2/4i} 


2/3} 


2/7} 


2/3} 


18}J 


H 


73} 


60} 


16A 


. H 


73 


49} 


30}% dis. 


14}o/^ dis. 


36} 


29} 



♦ During the War. 



ment in tho latter part of the year was inconsistent with the 
continued outpouring of paper money by the Berlin printing 
press. But the external depreciation in the mark was greater 
than the internal depreciation ; and consequently the German 
exporter was able to undersell his foreign competitors in the home 
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and foreign markets. The Austrian crown exchange fluctuated 
between 480 and 1,600 to the pound, but the most startling 
depreciation was in the Polish mark ; the Warsaw exchange, 
which was about 370 marks to the pound in the early part of 
the year, afterwards rose to 2,300. Depreciation in the Norwegian 
and other Scandinavian currencies had the eflFect of causing a 
cancellation of shipbuilding tod other orders placed in this country 
in 1918 and 1919.'' 
The following general summaries of the Neutral and Allied 

exchanges during and after the war pferiod are appended for 

reference. 

Neutral Exchanges moved against Britain because : — 

(1) The withdrawal of men for the forces, and the diversion 

of the nation's productive capacity to war purposes 
caused our exports to fall off. The trade balance moved 
against us, as we could not pay for our imports. 

(2) Neutrals sent us enormous quantities of raw materials, 

munitions, and food for our own people, our Allies, and 
our own and the Allied armies. 

(3) Britain lent her Allies and Dominions huge sums for pay- 

ments to Neutrals, and enormous Allied purchases were 
made via Britain. 

(4) Our credit fell as a result of the trend of the War and its 

effect on our fihances. 
(6) The issue of inconvertible Treasury notes, and the ban 
on gold exports from . London lowered our financial 
status. 

(6) It was not possible to pay our balances to Neutrals in gold, 

and even had that been practicable, the supplies of gold 
would have been inadequate. Also with the world-wide 
rise in prices and the corresponding considerable drop 
in the value of gold, our task of making payment for the 
huge supplies required for carrying on the War, was 
rendered still more diJBGicult by the decrease in the value 
of our gold reserves. 

(7) Our " Invisible Exports " almost completely disappeared. 

Our merchant marine was employed for war purposes, 
and the services usually rendered by our bankers and 
financiers to other nations ceased, or were greatly cur- 
tailed. 
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The Neutral exchanges have in some cases turned in our favour, 
but others are still against us at the close of 1920. This is because 
we have so much headway to make up, that our exports are but 
slowly catching up our imports, and in some cases we have not 
resumed the production in sufficient quantities of those of our 
exports which are demanded by certain countries. 

Allied Ezchanifes moved and remain in our favour because : — 

(1) We financed them during the War, and they still owe us 

enormous amounts. 

(2) Their exports almost entirely ceased, and as a result of 

the devastation and destruction of the War, they are 
making slow progress in re-establishing production. 

(3) We supplied them with food, raw materials, and munitions, 

made their purchases and settled their claims in other 
countries. 

(4) Their currencies have been enormously inflated by the 

issue of inconvertible notes. Their monetary units have 
depreciated, and coins have almost disappeared from 
circulation. 

(5) Gold exports were generally prohibited, or even if made, 

were totally inadequate to correct the exchanges. 

(6) Their financial position was never as strong as ours, and 

has been seriously threatened by the enormous sacrifices 
of the War. 

The American Exchange. — From our point of view, the exchange 
with the United States is the most important of all the exchanges, 
owing to its far-reaching effect on London's financial position. 
It moved against us because : — 

(1) America entered the War late, and her sacrifices were rela^ 

tively small. 

(2) She supplied Britain and her Allies with enormous quantities 

of food, raw materials, and munitions, thus greatly 
swelling the value of her exports. 

(3) Our exports of goods to the United States fell oft, and our 

*' invisible " exports almost ceased, because our ships 
were utilised for war purposes. 

(4) Allied transactions with U.S.A. were all passed through 

London, and the dollar-sterling exchange became a 
European-New York rate (see the extract quoted above). 
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(6) Gold exports from London were prohibited, and even if 
restrictions had been removed, the amount available 
would have been totally inadequate to redress the adverse 
balances. 

(6) Huge loans, floated by the Allies, were negotiated through 

London. 

(7) Our currency became depreciated, as our Treasury notes, 

not being freely convertible into gold, could not be used 
to pay foreign nations. 

(8) During the War, the United States sent us huge supplies 

of silver to replenish our currency and supply coins 
for the use of ouy soldiers in Egypt, India, and Mesopo- 
tamia, and for other purposes. 

(9) Many settlements with this country were negotiated by 

foreign nations via New York, which made great efforts 
to supplant London as a settling place. 

The following methods were adopted to improve our exchange 
with the United States : — 

(1) Oold was sent in large but totally insufficient quantities. In . 

fact, the amount sent has been so great that it has caused 
apprehension in America, because increased gold leads 
to expansion of credit beyond the limits of stability. 

(2) Credits were established under the guarantee of the fore- 

most bankers in this country and in U.S.A., against 
which exports were made to Britain. 

(3) Loans of huge amount were floated by Britain and her 

Allies in the States. 

(4) American Securities held by people in Britain were re- 

quisitioned by the Treasury, and powers taken to sell 
them in U.S.A., as and when required by exchange con- 
ditions. Most of these had to be sold, and others were 
used to secure loans floated in U.S.A. by this country. 
Holders were reimbursed by the Treasury, which also 
paid an additional interest to the holders for the period 
of the deposit. The sale of these securities lessens the 
amount now due to us by the United States of America 
in respect of interest on British capital invested in that 
country, that is, our " invisible exports " in respect of 
the United States are decreased to the extent of 
the sales. 
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(5) Economy Campaigns were conducted throughout the country 
in the endeavour to diminish consumption and in- 
crease production. Restrictions were placed on the 
importation of " luxury " goods, and our purchases 
abroad were confined to necessaries for our people 
and our armies. The trade position must be remedied 
by increasing our exports and diminishing our 
imports. 

In 1921, the American exchange remains against us, because 
our exports to that country are still small compared with the great 
volume of our imports from the States. Production in this country 
is at a low level, and trade is stagnant. We still owe the States 
huge sums, on which we have periodically to pay interest. The 
credit of the £ sterling continues to suffer from the terrific strain 
of the War, and industrial troubles constantly impede the recon- 
struction which must be effected if this country is to recover its 
pre-war position as the leading financial, commercial, and industrial 
nation of the world. 

In addition to this, the United States, in common with the 
other produce and food-supplying nations, continues to look to 
London for payments on account of their exports to the stricken 
countries of Europe, and the sterling exchange has to bear the 
brunt of enormous payments on. behalf of Britain's, less fortunate 
neighbours. An illustration of the position could not be* more 
effectively given than by the following extract from the Times 
for July 14, 1921 :— 

Rally in New York Exchange 

After Monday's violent fall, the pound sterling in New York has 
made a greuiual recovery. The closing rate in Loudon yesterday 
was 3'65i ; this represents a rise of 2}- cents from the lowest of the 
previous day, though the quotation was still Sf cents below that 
current at the end of last week. As previously mentioned, pay- 
. ments of com and oil have been mainly responsible for the recent 
weakness. A considerable proportion of the com shipments have 
been on German and French account, but as these have been financed 
through London the effect on the sterling exchange for the time 
being has been the same as if this comitry were the actual purchaser 
of the produce. 

The fact that the fall in New York exchange has been more marked 
at this season than at the corresponding period of 1920, is no doubt 
due to the industrial disorders brought about by the coal strike. 
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The impoi't of American coal duiing the last month or two lias not 
been a factor of great importance on the exchange market : what 
is vastly more important has been the great shrinkage that the in- 
dustrial struggle has involved in British exports of coal and other 
commodities, which has lessened correspondingly this country's 
power to obtain foreign currencies. 
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CHAPTER XII 

ARITHMETICAL OPERATIONS AND CONTRACTED KETHODS 

The imperative need for speed as well as accuracy in calculations 
which have to be made -in a busy commercial house, must be obvious 
to every reader. For this reason, and, at the risk of covering 
ground which should already be familiar, a few examples of abbre- 
viated and contracted arithmetical methods are appended. 

1. Abbreviated Multiplication. — The following short cuts should 
always be used. 

To multiply by — 

5 add a nought, and mentally halve. 

9 „ ,, ,, deduct multiplicand. 

11 „ ,, „ add multiplicand. 

20 „ ,, „ double. 

25 add two noughts, and mentally divide by 4. 
125 „ three „ ,, ,, . „ ,, 8. 

Much labour can be saved, when multiplying two quantities, 
by a judicious arrangement of the work, and by keeping a careful 
watch for digits or sets of digits in the multiplier, which are 
multiples of other digits following or preceding them. 

In deciding which of two quantities to take as the multiplier, 
select that one which the more easily lends itself to this method. 
Example 1. 

524567 X 13212 

13212 

3894804= X i2 12 

42842844 = 1100 X 12 = 13200 

4288179204 13212 

Choose 13212 as multiplier, since 324567 cannot easily be 
split up. Multiply hrst by 12, and then multifdy the first product 

10 ^® 
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obtained by 11, taking care to place the first figure obtained in 
the second multiplication under the third place figure of the first 
product. 

Example 2. 

765389 X 189279 
189279 

6888501 X 9 

20665503 = 30 x 9 = 270 

144658621 = 700 X 270 = 189000 

144872064531 189279 

189279 makes the best multiplier. Multiply first by 9, then 
-multiply the first product by 3, and so on. 
Example 3. 

561243 X 168852 

168852 



6734916 X 12 

47144412 = 70 X 12 = 840 

94288824 = 200 X 840 = 168000 

94767003036 168852 

In the last example we obtain three products instead of six, 
and the saving is considerable. The student should be con- 
tinuously on the watch for similar cases in which a multiplier can 
be split up into its components, and should note that the presence 
of a decimal point does not hinder the application. 

2. Abbreviated Division — The Italian Method. — The Italian 
method of division provides for the simultaneous performance of 
• the operations of division and subtraction as the division proceeds, 
and eflFects a great saving of time and labour. The principle is 
capable of very wide application, and should be used by the student 
throughout his work. Although, at first, some difficulty may be 
experienced, a little practice will enable the work to be done quite 
easily, and the great saving of time in lengthy calculations is well 
worth a little extra trouble in accustoming oneself to the principle. 

In the usual method of long division, the products obtained 
by multiplying the divisor by the digits in the quotient, are written 
down, and then subtracted, but in the Italian method the re- 
mainder only is written down as we proceed, the multiplication 
and subtraction being i)erformed mentally. 
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An example will make this clear :— 

Example L— 267868 -^ 1102. 
Method : — 

(1) Draw a line under the figures of the dividend required for 

the first division. 

(2) Multiply the divisor by the first figure in the quotient, and 

subtract as you proceed, writing down the figures in the 
remainder. 

(3) Bring down the next figure of dividend, draw a line and 

proceed as before, using the second figure of the quotient, 
and so on. 

{a). 

1102)257868(234 2 X 2 == 4, 4 from 8 = 4 (written down). 
3746 2 X = 0, „ 7 = 7 . „ „ 

4408 2x11= 22, 22 „ 26 = 3 

Bring down next figure 6, and so on for other lines, until 
the answer is obtained. 

In practice, instead of subtracting, we write down as the re- 
mainder the figure required to make up to the figure above, the 
product obtained by multiplying as in column (a), adding to the 
next multiplication any resulting tens figure. 

Example 2.-78934663 -^ 1768 
Proceed as follows : — 

(a). (6). (c). 

1768)78934563(44646 4x8 = 32 + 1=3 3 

8214 4x6 = 24, 24 + 3 = 27 + 2 = 2 9 

11425 4x7 = 28,28 + 2 = 30 + 8 = 3 8 

8176 4x1= 4, 4 + 3= 7 + 0= 7 

ll043 

Remainder 436 

Column (a) gives the figures to be written down for the re- 
mainder. Column (6) gives the figures to be carried forward at 
each step. Column (c), read upwards from 7, the. bottom figure, 
indicates that the working is correct. 

This method can be, applied to decimals,. and also to compound 
division involving money, weights and measures, and it should 
always be made use of by the student. for these calculations. In 
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such cases the compound quantities should be decimalised, and 
the division proceeded with in the ordinary way. 
Example 3.— £7215 16s. 9d. -^ 234 

£7215 1«8. 9d. «: £7215-8375. 
234)7215 -8376(30 -8369 
195 8 
8 63 



1 617 == £30 16s. 8id. 

2135 
29 

Ck>ntracted Methods applied to Dedmals.— Decimal notation is 
used in most business calculations, and for practical purposes it 
is usually only necessary to work results correct to a given number 
of decimal places. By using contracted methods all superfluous 
work is avoided, without affecting the accuracy of the result. For 
instance, in dealing with money, a calculation to the third place 
of decimal gives a result correct to the nearest farthing. In work- 
ing problems involving decimals, the result should be obtained to 
one place more than is actually necessary, so as to ensure Miat 
the subsequent approximation is correct to the place required. 

In approximating a decimal to a required place, allowance 
must be made for the succeeding figure, and if this is five or 
more, 1 should be added to the last digit required, otherwise is 
added. 

Examples : — 

345*627456 is 345-6 approx. to one place. 



345*63 


» 


„ two places. 


345-627 


>> 


„ three places 


345-6276 


»> 


„ four places. 


345-62746 


>» 


„ five places. 



AddUian and 8vjblraciian» — ^In addition and subtraction the rule 
for obtaining the sum of several decimal quantities approximately 
correct to a given place is simple enough. 

jRttte : Approximate the quantities to one place more than 
that reqtiired) and add or subtract to this place, approximating 
tbe answer obtained to the required place. 
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This rule generally gives sufficiently oarreot results, but if a 
large number of quantities are to be added, two or three extra 
places should be allowed, on account of the large carrying figures. 

Example 1.— Add 00743, 408459, 2*76745, 17*68, 8-5gi6 and 
6*54329 correct to 2 decimal places. 



(a). 

In full 



•001743 
4*03459 
2-76745 
17-68 
8-5916 
6-54329 



(b). 

Contracted method '0017 
4 0315 
2-767 
17-68 
8-592 
6-543 



39 - 62 436 = 39-62 to two places. 39 - 62| 

The third place in the answer is not written down, but allowance 
is made for the figure carried. 

Example 2.— Subtract 29-7663929 from 47-876549 correct to 
three places. 

47-8765 
29-7654 



18-111 



= Answer correct to three places. 



Example 3.— Subtract 107-6348987 from 207-3214579 correct 
to five places. 



207-32145 
107-63489 

99-68655 



= Answer correct to 5 places. 



To obtain the answer a/pproximatdy correct to five places, we 
add 1 to the fifth place to allow for the 7 in the sixth, and obtain, 
as the answer, 99-68666. 

Multiplication, — In multiplying two quantities correct to a 
given place, the calculation should generally be made to one place 
more than that required, so as to obtain an absolutely correct 
result. 

The foUoijv'ing method should be used : — 

(1) Choose as multiplier the quantity which will give least 

work. 

(2) Reverse the multiplier and place the units digit under that 

digit in the multiplicand which is one place further to 
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the right than the number of places required correct. 
If the multiplier has no units figure, supply its place 
with a 0. 

(3) Multiply each figure of the multiplier into the digit directly 

above it, allowing for the nearest multiple of 10 from 
the figure to the right. 

(4) Set down the products obtained with the right-hand ^ figure 

in each case directly under the units figure in the mul- 
tiplier. 

(5) The decimal point will be in the same place as in the multi- 

plicand if the figures are all kept under each other. 

Example 1. 

373-86150 X 27-195 to 3 places. 
-59172 



7477-2300 (a) 27-195 is best multiplier. 

2617-0305 (b) Place units figure 7 under fourth place 

37-3862 digit 5 of the multiplicand. 

33-6475 (c) Multiply 2x0 = which is set down in 
1-8693 fourth place imder units figure 7. 

10167-1635 7 X 5 = 35, .-. 5 goes in fourth place. 

Answer correct to three places is 10167-163. 
„ approx. „ „ 10167-164. 

Example 2. 

1234-5672 X 003241 to 3 places. 
142-3000 

3-7037 (^) ^^ units figure in -003241, therefore place 

-2469 ^ under 2 and reverse. 

-0494 (^) Multiply 3 X 5 = 15 + 2 carried (18 is 

-0012 nearer 20 than 10), gives 7 to be placed 

Ij^ fourth place. 

Answer == 4-001 ^ 

As a general rule, the work should always be done to one place 
further than that required, but in many commercial calculations 
strict accuracy in the last place is not essential, so that the 
multiplication can be made to the required place only, making 
careful allowance for carrying figures, as in the following 
example. . 
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Example 3. 

373-8615 X 27-196 to three places (see Example 1). 
5-9172 

7477-230 Place the units figure 7 under the third 

2617-031 place digit of the multiplicand, and proceed 

37-386 as before, making careful allowance for 

33-647 carrying figures. 7x1 = 7 + 4 (ob- 

1-869 tained from 7 X 5 = 35) 11, and so on. 

10167-163 

Method of Prediction. — In multiplying two long quantities 
correct to a certain number of places, it is often unnecessary to use 
all the figures given, and it is therefore advantageous to know how 
many figures must be retained in order to obtain a sufficiently 
correct result. This can be determined by the Method of Pre- 
diction. 

Rule for Multiplication, — The places which must be taken in 
each quantity equals the number of places required correct — 

plus the number of integers, 
or minus the number of cyphers, in the other plus 1 . 

Example 1.— 22-1324156 x 4-3256398 to two places. 
Applying the rule to the first quantity we get — 

2 + 1 + 1=4, .-. take 22-1324. 

For second quantity — 

2 + 2 + 1=5, .-. take 4-32564. 

The last figure taken in each quantity must, of course, be 
approximately correct to the last place. 



22 1324 
465-234 



88 


•530 


6 


•640 




•443 




•111 




•013 




•001 



Note that if one more figure was taken 
in either quantity it would make no 
difference to the third row of figures, 
as we should obtain a digit for the 
fourth place only. 



Answer = 95-74 
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Example 2.— 11-321456 x -00032392 to 3 places. 

3-3 + 1 = 1, .-. 11-3000 

3 + 2 + 1=6, .-. -000324,423-0000 

-0034 
-0002 

Answer = -0036 

The 0*8 given in the above examples are included for the sake 
of clearness, but in practice they would be omitted. 
Example 3.— 172-856432 X -0041587 to 2 places. 

2-2 + 1 = 1 172-9 
2 + 3+1 = 6 9514- 

. -691 The correct position of the Qgures is 

17 obtained by mentally filling in the 

9 O's. 
1 

Answer to 2 places = -72 

Contracted Division. — To find a quotient correct to a given 
number of places. 
Method : — 

(a) Find by inspection number of Integers in the quotient. 
(6) This added to number of decimal places required gives 
number of digits required in quotient. 

(c) Proceed by Italian method in the ordinary way until number 

of digits in quotient ^till to be found is one less than 
the number of digits in the divisor. 

(d) Instead of bringing down further figures of dividend, strike 

off a figure from divisor, and divide, making allowance 
for figure struck off. 

Example 1.— 373-81936 ~- 8-7243 coi-rect to 3 places. 
8'7'2'4'3)373 • 81936(42 • 848 
24 847 

7 398 (^) '^^' ^^ integers = 2. 

(b) No. of quotient digits = 2 + 3 = 5. 

(c) Find one figure, and then strike off, 

70 because 4 still to be found = 1 

Answer = 43*848 jesp \ihai\ digits in divisor, 
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If the divisor has more digits than are required in quotient 
retain one more and strike out the rest. 

Example 2.— 373-81936 -f- 87-24367 to 3 placed. 

8'7'2'4'4)373^1936(4 -284 

24 84 
rj 39 (a) No. of integers = 1. 

(6) No. of quotient digits = 1+3=4. 

(c) Nd. of places in divisor = 5. 

6 We, therefore, strike out the last 4 

in divisor, but it is retained in 
the working so as to obtain the 
correct carrying figure. 

In division, as in multiplication, it is advantageous to know 
how many places to retain, and the method of prediction is as 
follows : — 

(a) Decide by inspection number of integers in quotient, or 
number of cyphers after the decimal point. 

(6) Make number of divisor digits = number of places required 
correct, plua number of integers or minti& number of 
cyphers in the quotient, and proceed by contracted 
methods. 

Example 1.— 373-819567 ~ 8724-3241 to 4 places. 
87^214) 373 -8 2( -0428 

24-8 (a) No. of cyphers = 1. 

^Mt f^) ^^ ^^ divisor digits = 4 — 1=3. 

4 

Answer = -0428. 

Example 2.— 8972 '8346 -• 241-73 to 3 places. 
2'4'r7'3)897283(37-119 
17209 



288 

(a) No. of integers = 2. 

^ (b) No of divisor digits = 2 + 3 = 6. 

23 

1 
Answer = 37 -119 
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The method of prediction is very useful iu division of money, 
and, as before indicated, the answer is taken to three places to get 
a result correct' to farthings. 

Example 3.— £98732 19s. 6d. ~ 7546. 

No. of integers = 2, .*. take 2 + 3 = 5 places in divisor. 

As we have only 4, we divide tmce with original figures, bringing 
down one figure of the dividend. 

7^5^4^6) 98732 -975(13 -084 

23272 

634 

31 

1 

Answer : £13-084 = £13 Is. SJd. 

From the examples it will be clear that for a simple division 
of two quantities, the number of digits to be taken in*the dividend 
should be one more than the number of divisor digits. 

In many exchange calculations a multiplication of several 
quantities is followed bj'^ the division of the product by another 
quantity, e.g. 

7382-5 X 891 026 
8541 09 

As the result is required correct only to a certain place of decimal, 
it is necessary to know how far the multiplication must be carried 
so as to ensure that the subsequent division is correct. The follow- 
ing rules should be observed : — 

(1) Decide the number of integers which will be obtained in 

the product. 

(2) From this number, and the number of integers in the divisor, 

decide how many integers may be obtained in the quotient. 
(Note that this is one more than the difference between 
the two numbers.) 

(3) Add to this the number of decimal places required correct, 

and so obtain the number of significant figures required 
in the product. 

(4) Subtract from the last number the number of integers in 

the multiplication result, and this will give the number 
of places required correct in the multiplication. 
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Example 1. 7382-5 X 891-026 



8541-09 



correct to four places. 



(1) No. of integers in the product = (900 X 7000) = 7. 

(2) No. of integers in divisor = 4, .*. No. of integers which 

may arise in quotient = (7 — 4) + 1 = 4. 

(3) No. of places required correct = 4, .-. No. of significant 

figures in product = 4 + 4 = 8. 

(4) No. of integers in the multiplication = 7, .*. No. of places 

required in multiplication = 8 — 7 = 1. 

So multiply correct to the second place of decimal so as to get 
the correct first place. 

7382-5000 
62-0198 
7382^50" 
664425 00 
5906000-00 
147-65 
44-29 
8'5'4' 1 '0'9)6577999 • 4(770 • 1592 
5992364 
13601 
6060 



790 

Answer correct to 4 places = 770-1592. 

Note : If the first figure of the divisor were 1 or 6, or any 
number between, 4 integers would be obtained in the quotient. 
(See (2) above.) 

Example 2. 638-45 x 4-3972 . . « , 

correct to 3 places. 

83-6394 ^ 

(1) No. of integers in the product = 4. 

(2) „ „ „ divisor = 2. 

.*. No. of integers which may arise in quotient -- 3. 

(3) No. of places required correct == 3. 

.'. No. of significant figures in product = 6. 
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(4) No. of integers in the multiplication = 4. 

.-. No. of places required in the multiplication = 6 — 4 = 2. 
.-. Multiply to 3 places to get second place correct. 

638 • 450 8'3'6'3'9'4)2807 • 39(33 • 565 

27^34 ' Ig's'il 

2553-800 47.29 

191-535 - _ 

57-461 ^ 

4-469 45 

;128 3 

2807 • 39 Answer = 33 • 565. 

This method of prediction is particularly useful for interest 
calculations, where an odd number of days is involved, and calcula- 
tions are required to the nearest farthing. 

Example 3.— Find interest on £257 4s. 3d. for 248 days @ 4J %. 

T ^ ^ ^or.^ 01 or. 248 9 £257-2125 X 2-232 

Interest = £257-2125 X x- X = 

3^ 200 73 

(1) No. of integers in product = 3. 

(2) No. of integers in divisor = 2. 

.-. No. of integers which may occur in quotient = 2. 

(3) No. of places required correct == 3. 

.*. No. of figures in product = 5. 

(4) No. of integers in multiplication = 3. 

.*. No. of places required correct in multiplication = 2 

257 - 2125 73)574-098(7 - 864 

2-322 g3 Q 

4 69 



614-425 


51-443 


7-716 


-514 



318 
26 

574-098 Answer = £7 17s. 3id. 

Example 4.— Interest on £311 8s. 6Jd. for 348 days.® 3}% 

= £311-426 X -*- X — 
366 200 

^311-426 X 2-436 
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(1) No. of integers in the product = 3. 

(2) No. „ „ divisor = 2. 

/. No. of integers which may occur in quotient = 2. 

(3) No. of places required correct = 3. 

.'. No. of figures in product = 6. 

(4) No. of integers in multiplication = 3. 

.*. No. of places required correct in the multiplication 
is 2. ' 



311-426 
6-342 








622-852 

124-670 

9-343 

1 - 868 








73)758-633(10 
286 
673 


-392 


- 




163 








17 


Answer = 


£10 73. 


lOd 
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CHAPTER XIII 

DECIMALISATION OF MONET AND INTEREST CALCULATIONS 

Decimalisation of Money.— The currency units of most foreign 
countries are divisible into 100 parts, and fractional quantities 
are expressed as decimals of the unit of currency. As foreign 
exchange rates are usually quoted in decimals, and as most exchange, 
as well as the majority of commercial calculations are made in 
decimals, it is imperative that the student should be able to 
decimalise any sum in English currency quite quickly and easily. 
Several methods can be used, but the most practical is given 
below. 

Method : — 

(a) The number of £'s is the integral part of the decimal, 
(6) The number of complete florins gives the first decimal place. 

Note: 2s. = £l= -1. 

(c) The next two places = the number of farthings in the 

remaining shillings and pence plus 1 for each complete 
24 farthings. 

(d) The remaining places are obtained by dividing by 6 the 

number of pence and farthings (expressed as a decimal 
of a penny) in excess of sixpence, or all the pence and 
farthings if less than sixpence, writing the resulting 
figures in the fourth and subsequent places. 

Example 1. — Express £702 17s. 3Jd. as a decimal. 

(a) £702 

(b) No. of complete florins = -8 

(c) Remainder = Is. 3Jd. = 61 farthings + 2 = -063 

(d) Pence and farthings under sixpence 

= 3-25~-6 = -0005416 

Answer: £702-8636416 

li2 
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Example 2.— £302 9b. lOJd. 








(a) ^ 

(b) No. of complete florins 

(c) Remainder = 90 + 3 

(d) Pence and farthings 

= 4-5 + 6 


over sixpence 


£302 
•4 
•093 

•00075 








£302 49375 


Example, 3.— £117 18s. 5|d. 








(a) 

{b) 

(c) 23 

(d) 5-75 + 6 


= 


£117 
•9 

•023 
•00096 

£117-92396 




Example 4.— £129 IGs. O^d. 








(a) 

(b) Florins 

(c) Remainder, 
{d) •25-=- 6 


1 


£129 

•8 

•001 

-0000416 
£129-8010416 





In these examples the answer is obtained correct to several 
places of decimals, but for practical purposes it is usually quite 
sufficient to decimalise an amount correct to three places of 
decimals. The degree of correctness required will, of course, depend 
on the problem which has to be solved, and if a multiplication 
of the amount is necessary, the complete decimal should be obtained 
by the .foregoing method. 

The decimalisation of a quantity to the nearest third place 
is most easily done by the following method, which depends on 
the facts that — 



28. = £/„ 


= £-1 


6d. 

Is. 6d. = Is. + 6d. 

id- = £^6 


= £05 

= £-025 (= 24 farthings) 

= £-076 

= £-001 (approximately) 



(1) The number of complete £'s is the integral portion of the 
decimal. 
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(2) The first place is the number of complete florins, adding 

•05 for an odd shilling, and •025 for an odd sixpence, 
in the remainder. 

(3) Add in the second and third places the number of farthings 

in the remainder + 1 if 12 or over. 

By this method the decimal is correct to the nearest third place, 
and practice will enable the operations to be made mentally, quite 
rapidly and easily. Students should note that by many other 
methods the figure obtained in the third place for amounts such 
as lOf, llf, etc., is incorrect by •OOl. 

Example 1.— £414 168. lOfd. 

(1) £414 

(2) 16s. 6d. = -825 

(3) 4fd. =19 + 1 ^020 

£414 • 845 
Example 2.— £719 17s. 6id. 

(1) £719 

(2) 17s. 6d. •87c 

(3) id. •OOl 









£719-876 


Example 


3.- 


-£814 15s. 5fd. 








(a) 


£814 






(b) 15s. 


-75 






(c) 5id. ==23 + 1 -024 








£814-774 






or £814 158. 6d. =£814-776 






Leas \A. 


= -001 

£814-774 


Example 


4.- 


-£505 19s. llfd. 








(a) 


£505 






(6) 19s. 6d. 


-975 






(c) 5}d. = 23 + 1 024 








£505-999 






or £506 = 


£506 






Lees Jd. = 


-001 
£505-999 
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Note : The second method shown in Examples 3 and 4 should 
always be used when the quantities are nearly complete sixpences 
or shillings. 

In decimalising money, the working must not be shown as in 
these examples, but must be done mentally, and the result only 
written down. 

Conversioii of Decimals into £ 8. d.— For most practical purposes 
it is only necessary to express a given sum of money to the nearest 
farthing, and this can be obtained by reducing a decimal quantity 
to its nearest third place, after which proceed as follows : — 

(a) Find by inspection the decimal representing the nearest 
sixpence (Note : 6d. = -025, Is. = -05, Is. 6d. = -075), 
and, as previously indicated, the first place of decimal 
represents florins. 

(6) Ascertain the difference, call this farthings, and add or 
subtract, as the case may be. 

The integral part of the decimal is, of course, £'s. 

Example 1.— Convert £-724 to £ s. d. 

(a) Nearest .6d. = -725 or 14s. 6d. 
(6) Difference = •001, /. deduct one farthing. 
Answer = 14s. Sjd. 



Example 2.— Reduce £504-939 to £ 


8. d. 
£504 




(a) Nearest 6d. is '96 or 


19 







£504 19 





(6) Difference = -Oil, 






.'. deduct 




2i 


Answer : 


£504 18 


H 



Example 3.— Reduce £14-56759 to £ s. 
Nearest third place = £14-568 

(a) Nearest 6d. is -575 or 


d. 

£14 

11 6 


(6) Difference = -007, .-. deduct 


£14 11 6 

n 


Answer: 
11 


£14 11 4i 
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Example 4.— Reduce £909-49876 to £ s, d. 

Nearest third place = £909-499 
Nearest 6d. would be 909-5 = £909 10s., 
.*. deduct one farthing. 

Answer = £909 9s. llfd. 

Here again the examples are given in full for clearness only, 
but in practice the answers should be written down immediately, 
and the working done mentally. 

Examples, 

£112-836 = £112 16 8| 

£17-76375 = 17-764 = £17 15 3J 

Great care must be used to see that the decimal representing 
the nearest sixpence is taken, for otherwise the answer will be in- 
correct. For instance, if in the last example 17-75 were taken 
as the nearest instead of 17-775, we should add 3Jd. (= 14 farthings) 
instead of* deducting 2fd. (= 11 farthings). 

Interest Calculations. — Calculation of interest on a sum of money 
for a specified period is necessary in most exchange operations. 
It has been previously pointed out that allowances for interest 
are necessary in calculating some rates of exchange, and also in 
determining the prices of bills. 

Interest for Multiples or Fractions of a Year. — Simple Interest 
for a given number of years or for a part of a year is easily calcu- 
lated by the formula — 

x^ . . 1 rate % p.a. 

Interest = Prmcipal X ^v_j__ x time. 

* 100 

Example 1. — Find interest on £400 for 2 years at 5 % per annum. 

Interest = £400 x — X 2 = £40. 
100 

Example 2. — Find interest on 575 francs for three months at 
4 % per annum. 

4 3 

Interest = 575 x — x — = 5-75 francs. 
100 12 

Mental MetJiods. — In all exchange operations when interest 
has to be calculated, the money should be decimalised if it is not 
already expressed in this way, as the division by 100 is simply 
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performed in all these calculations by moving the decimal point 
two places. The following methods should be known : — 

(1) Interest at 4 % for three months = ^J^ of principal, .*. move 

decimal point two places to the left (see Example 2 above). 

(2) Interest at 1 %, 2 %, 3 %, etc., for three months, can be 

easily found by moving the decimal point two places, 
and dividing or multiplying by 4, 2, 3, as the case 
may be, i.e. — 



1»/ 


i = i X 4 %, 


.'. divide by 4 


2 0/ 


» = t X 4 %, 


M >> ^ 


3»/ 


J, = 1 X 4 %, 


.'. multiply by f 


6°/ 


= "2 '^ ^' 


^ etc 

• • >» >> 2* 



Similarly, interest at 4 %, for 6, 9 or 12 months can easily 
be found by dividing by 100, and multiplying by 2, 3 and 4 
respectively. 

(3) Interest at 5 % for one year = ^^^ x 1 = ^o^h of principal. 

.•. Treat £'s in principal as shillings, e.g. 5 % on £625 

for 1 year = 625s. = £31 5s. 
6% on £70 15s. (=£70-75) for 1 year = 70 -758. == 

£3 10s. 9d. 

(4) Interest at 5 % for ono month = ^^ of principal. 

/. Treat £'s of principal as pence, e.g. 5 % on £625 for 
one month — 625 pence = £2 12s. Id. By this means 
interest for any number of months is easily obtained. 

(5) Those rates which are met with in exchange calculations 

can be worked from the basis of the 5 % rate, which i^ 
so easily calculated, as shown above, e.g.— 

2i % = i of interest at 5 %. 
H%-1 >9 99 5%. 
3f % = (4 + i) „ 5 % or 

(1-i) .., 5%. 
4 % = Interest at 5 % minus ^th of itself. 

^2 /O ^^^ 99 >> >> 10 '* 

6% = „ ,. plus hh „ 

H % -= » ., ., i 

IJ % = J of interest at 6 %, etc. 
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(6) In working rates of interest such as 3} %, 2^ %, etc., it is 
often easiest to adjust the principal first, then work 
interest at 5 % on the adjusted amount. 

(a) 3J % on £726 for 1 year 

= 5 % on (i + i) of £726 for 1 year 
= 5 % „ £544-5 for 1 year 

= 544 -58. =£27 4s. 6d. 

(6) 2| % on £827 for 1 month 

= 5 % on £413-5 for 1 month 

= 413-6 pence = 34s. 5-6d. 

= £1 14s. 5id. 

Interest for a Number of Days. — ^The calculation of interest 
for a given number of days is more difficult, as 365 factorises only 
into 73 X 5. The formula is : — 

rate per annum days 



Interest = Principal X 



100 365 



365 rarely divides out, so a division by 73 would be nearly 
always necessary to solve the formula. However, multiplying 
both numerator and denominator by 2, we obtain — 

T f 4. _ Principal X 2 X rate X days 
73000 

The division of a decimal quantity by 73000 is easily accom- 
plished by the approximation method known as — 

The Third, Tenth and Tenth Rule. 

(1) Move the decimal point in the quantity j^vc places to the left, 

(2) Add to the figure so obtained, ^ of itself, then ^^ of ^ of it, 

and then - of - of § of it- 

(3) Deduct j^^ of the sum so obtained, and the result is 

the amount of interest required, expressed as a decimal. 

The student should know this rule by heart, and always apply 
it in interest calculations involving days. The product P X 2 X rxd 
should first be obtained, and then the point moved, bearing in 
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mind that we need only work to five places to get an answer abso- 
lutely correct to farthings. 

Note : If the interest rate includes a fraction, e.g. 4| %, it 
is frequ^:itly not necessary to multiply throughout by 2, because 
the required denominator 73000 will be, obtained in multiplying 
by the fraction. 

Example 1.— Interest on £221 ITs. 6d. for 31 days at 4J % 
per annum. 



-- ^ X 



Interest = 221 -875 X 


«7 

100 X 2 


61903 125 




73000 




ioL> X P'^''^"^* = 


•61903 


1 _ 

8 "~ 


•20634 


hoil = 


•02063 


x5 0*fo°*l = 


•00206 




•84806 


-^'ibSoo 


•00008 



Proof, 



31 

365 



221-875 
279 

1996-876 
69906-25 

61903 126 



Move point five places and 
take five places of decimals. 



•84798 
Answer = -848 = £0 168. lljd. 



Q 01 

£221-876 X — X — 
200 366 



22^-1875 X 279 
"lOO'x 73~~ 

22-1876 
•972 



Multiply by 279 to first place only, 
because division by 7300 will move 
point four places. 



199-7 
1653 1 
4437-5 
6190-3 



73)61 -903(- 848 
3-50 
~ 583 



Answer = -848 = £0 16s. lljd. 
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Example 2. — Interest on 74565 '76 francs at 7^ % per annum 

for 101 days. 

T . ^ ^A^ar, nr 29 2 101 37282 875 X 2929 

Interest = 74565 •75x— X X =- - 

4 200 366 73000 

In this calculation two places correct are sufficient, therefore 
work to 3, moving decimal five places in principal (as halved). 





= -37282875 




9292 




3-355 




7-457 




335-546 




745-657 




1092-016 


3 


364-005 


' x- 

10 ^ 8 


36-400 


' X ^ X ^ 
10 -^ 10 ^ 3 


3-640 




1496-06 


■^* 1-oJoo 


•16 




1495-91 



Answer = 1496-91 francs. 
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CHAPTER XIV 

MONETABT UNITS AND STSTEHS OF THE PRINCIPAL 
COUNTRIES-SIMPLE EXCHANGES 

The table on page 152 gives particulars of the monetary units of 
those countries of the world which are important from an exchange 
point of view. To assist the student, the Mint Pars of exchange 
with this country are given in sterling and also in currency, jand 
a few equivalents are added which are required in the Mint Par 
calculations dealt with afterwards. 

Monetary Systems of the Principal Countries. 

Great Britain. 

4 farthings = 1 penny. 

12 pence == 1 shilling. 

20 shillings = 1 pound. 

Since 1816 gold has been the sole standard of value, and the 
gold coins used are the sovereign and half-sovereign. Legally, 
1869 sovereigns are to be coined out of the 40 lbs. troy of gold, 
j^ ths fine, and a sovereign should therefore weigh 123-27447 grains, 
but a remedy allowance is permitted of 2 parts per miUe more 
or less than this legal weight. Sovereigns cease to be legal* tender 
when they weigh less than 122J grains and half-sovereigns when 
less than 61 1 grains. The gold coins issued by the mints at Sydney 
and Melbourne are legal tender here, and the English gold coins 
are also legal tender in Australia. 

The Mint coins gold for private account free of charge if the 
value is £20,000 or more, the only expenses being that of assaying, 
and the price being £3 17s. 10|d. per oz. standard. In practice, 
the Bank of England buys gold at £3 17s. 9d. per oz. standard, 
and gold always reaches the Mint in this way, as the difference 
in price is more than made up by the speedy realisation and the 

Idl 
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Country. 


Monetary Units. 


Mint Par of Exchange. 


Gold Coins used. 










Sovereign (= 20 shillings 


£ 


8. d. 


Currency. 




Qbbat Britadt 




__ 


_ 


1 sov., \ sov. 




« 12 pence) 










British Empire. 












Canada 


Dollar (=100 cents) 





4 1-32 


4-867 


British and U.S. and 
Canadian 5, 10 
dollars. 


India 


Rupee (=» 16 annas 


^ 










= 64 irfce) 


Vo 


2 


— . 


British gold 


Oeylon 


Rupee (= 100 cents) 


/ 








Egypt 


Pound (= 100 piastres) 


1 


3-77 


97i pia. 


British gold 


Hong Kong and 
Laouan^ 


Mexican dollar (»- 100 




— 






cents) 










Straits Setttc- 


8.S. dollar (= 100 cents) 





2 4 





British gold 


ment^ 




(fixed rating) I 






Europe. 












Latin Union. 












Belgium . . 
Bulgaria .. 


Franc (= 100 centimes) 


■" 




" 


20 francs 


Leva (= 100 stotinki) 








10, 20 leva 


France 


Franc (=-- 100 centimes) 








10, 20 francs 


Qreece 


Drachma (= 100 lepta) , 








20 drachmae 


Italy 


IJra( = 100centesimi) 


"0 


9-513 


25- 221 5^^ 


5, 10, 20 llTP 


Bumania «. 


l^i(- lOObani) 
Markhaa(- 100 pennift) ' 


10. 12i, 20, 25, 50 Icl 


J-inland .. 








10, 20 roarkhaa 


Yugoslavia 


Dinar (=^100 paras) 








10. 20 dinars 


Spain 


Peseta (= 100 centimes) 








20, 25 pesetas 
10. 20 francs 


Switzerland 


J^anc (= 100 centimes) 








Svandinavian 












Onion. 












Denmark .. 


Krone (= 100 5re) 


1 




r 


10, 20 kroner 


Norway 


Krone (= 100 5re) 


Y^ 


1 1* 


18- 1505^ 


5, 10, 20 kroner 


Sweden 


Krona(=» 100 dre) 


] 




1 




Austria 


Krone (=» 100 heUer) 


> 


10 


24-02 / 


10, 20 kronen 


Hungary 
Czechoslovakia 


Corona (= 100 filler) 


10, 20, 100 corona 


Crown (=100 heller) 





10 


2402 


No gold coinage 


Germany 


Mark (= 100 pfennige) 





11-748 


20-43 


10, 20 marks 


Holland 


Gulden or florin (= 100 
cents or 20 stivers) 





1 7-824 


12-101 


5, 10 gulden 


Portugal 


Escudo (gold) 
Milreis (silver) 





4 6i 


4-51 












Old issues: 1. 2, 5, 




Escndo (paper) 








10 milreis 


KusHia 


Rouble (100 kopecks) 
Piastre (=40 paras) 





2 li 


9-47 


5, 7i, 10, 15 roubles 


Turkey 
AMERICA. 
United States 





2i 




100 piastres (=£1T) 


Dollar (= 100 cents) 





4 1-32 


4-867 


1, 2i, 5. 10, 20 doUars 


Argentine 


Peso (paper) (= 100 

centavos) 
MUreis (paper) (» 1,000 

reis) 
Peso (» 100 centavos) 





3 lU 


6 05 


5 pesos 


Brazil 





2 3 


8-89 


10. 20 mUreis 


Chile 





1 6 


13-83 


5. 10, 20 pesos 




SUver peso 










Mexico 


Dollar (= 100 centavos) 
SUver dollar 





2 Oi 


9-80 


5, 10, 20 dollars 












Peru .. 


libra (=10 soles 












= 100 dlneroB 


1 





1 


I, i. 1 libra 




1 = 1,000 centavos) 










Uruguay 


Peso <» 100 centesimos) 
1 Silver peso 
Bolivar (=100 centavos) 





4 8 


4-71 


— 


Venezuela . . 
Asia. 
China ^ 





9i 


25-26 


— 


Tael[«- 1,000-1,800 casli 
1 or li (variable unit)] 























Indo China ^ . . 


DoUar(= 100 cents) 




— 


— 


— 


Japan 


yen(= 100 sen) 





2 OJ 


9-80 


5, 10, 20 yen 


Koreai 
Africa. 


Won (= 100 chon) 








6, 10, 20 won 


Algeria ^ 
Madagascar V 
Tunis.. J 
Morocco 


Franc (= 100 ccntimos) 





0-513 


25-2215 


10, 20 francs 


Real (=5 francs) 





4 


5 





Tripoli 


Lira(= 100 centesioii) 


1 \ 


9-513 


25-2216 


5, 10, 20, 60 lire 



1 No Mint Par can be fixed for these currencies, which consist either of silver or paper. In 
the case of silver currencies the Par fluctuates with changes in the market price ol silver as 
measured in gold. 
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consequent gain of interest. All light Britiab coins aie accepted 
by the Bank of England at £3 17s. Od. per oz. standai'd, and other 
gold currencies are bought and sold at prices which vary slightly 
around this price. 

Silver Coitis, — The common silver coins are the crown, half- 
crown, florin, shilling, sixpence and threepence. Legally, 66 shillings 

37 

are to be coined out of one troy pound weight of silver ^oths fine- 
As the price of silver in normal times is usually about 2s. 6d. per 
oz., the Government makes a profit on the coinage of silver, which 
is called " Seigniorage." During the last few years, the price of 
silver has considerably increased, and, at one time, the silver coins 
were actually worth more than their face value. 

New Silver Coinage, — In consequence of the high price of silver, 
silver coins now issued by the Mint are only 500 or loths fine, as 
against ^jjths previously. The coins are made of an alloy of silver 
and nickel, and were first issued in 1920. Their face value is 
the same as previously. 

Bronze Coins. — The bronze coins (95 parts copper, 4 parts tin, 
1 part zinc) are the penny, half-penny and farthing. Legally, 
40 pennies must weigh 1 lb. avoirdupois of bronze, or one penny 
weighs nearly 146 grains ; two half-pennies, however, weigh 175 
grains. 

Treasury Notes of the value of £1 and.lOs. are issued by the 
Treasury under the Currency and Bank Notes Act, 1914, an emer- 
gency measure passed on the outbreak of the Great War. 

Bank of England Notes are issued by the Bank of England for 
even amounts of £5, £10, £20, £50, £100 and upwards, and are 
payable at the Bank of England in gold on demand. 

Legal Tenders -. — 

(1) Bank of England notes for any amount above £5. (A bank- 

note is not legal tender for a debt of £6, but is for a debt 
of £5 Os. |d., if tendered with a halfpenny.) 

(2) Treasurj'^ notes are legal tender for any amount. 

(3) Gold coins are legal tender for any amount. 

(4) Silver coins are legal tender up to 40s. 

(5) Bronze coins are legal tender up to Is. 

The silver and bronze coins are called token coins, as their 
intrinsic value is in normal times less than their face value. The 
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limit in the amount^ for which they are legal tender keeps other 
more valuable forms of currency in circulation. 

The British Empire. — Australiay Union of South AfricUy New 
Zealand. — ^The Imperial sterling coins are the sole legal tender currency 
in the above countries, but in Australia special coins are current 
in addition, e.g. special florins, shillings, sixpences and threepences, 
and also certain bronze coins, which, although exactly similar to 
the Imperial coins in fineness and weight, are of special design. 

In certain of the other colonies, special coins are used in addition 
to the Imperial coins, but the gold coinage is the same in most of 
them. 

Canada. 1 dollar = 100 cents. 

The standard is gold, based on the legal rate of $4 -861 = £1, 
or $1 === 4s. 2d. Silver coins of 50, 25, 20, 10, 5 cents and various 
minor copper tokens are issued. The English sovereign and American 
eagle of 10 dollars are both legal tender to any amount and circulate 
freely, the eagle being accepted as equivalent to 10 Canadian dollars. 

India. 1 pice (Jd.) == 3 pie (jg pence). 
1 anna = 4 pice. 
1 rupee = 16 annas. 
1 lac or lakh of rupees = 100000 rupees (written Rs. 1,00,000). 
1 crore of rupees = 10,000,000 rupees (written 

Rs, 1,00,000,000). 

Note: 12,11,07,250 rupees = 12 crores, 11 lacs, 7250 rupees. 
Rx. = 10 rupees, Rx. 7,990,000 = 79,900,000 rupees. 

The standard coin is the silver rupee of 180 grains troy, j^tha 
fine, and J, J, | of the same weight and fineness are called 8, 4, 2-anna 
pieces respectively. The copper coins are J anna, pice (J anna), 
half pice and pie, so that although the anna is used for accounts, 
no such coin exists. 

The rupee is legal tender for any amount, and since March, 
1920, the English sovereign is legal tender at the rate of £1 = 10^ 
rupees, making the value of the rupee equal to 2s. Previously 
the value was £1 = 15 rupees, or 1 rupee = Is. 4d., but this rate 
has had to be altered with the advance in the value of silver in 
late years. 

Ceylon. 1 rupee (2s.) = 100 cents. 

Silver coins of 10, 25 and 60 cents are coined, and also nickel 
coins of 5 cents. English gold coins are current legal tender. 
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Egypt. 1 piastre = 40 paras. 

1 Egyptian pound = 100 piastres. 

The gold coins are the Egyptian pound (£E), value 208. 6d., 
and the 50-piastre piece of half the value of the £E. The English 
sovereign is current at 97*50 piastres. 

Silver coins of 1, 2, 5, 10 and 20 piastres, and also several smaller 
nickel and copper coins, are issued. 

Europe — llie Latin Union. — In 1865 France, Italy, Belgium and 
Switzerland agreed to adopt a uniform currency and monetary 
system, and formed the Latin Union, which Greece joined later. 
Spain, Rumania, Bulgaria and Serbia also adopted the same system, 
but did not join the Union. The monetary units, although known 
under different names, are all of the same weight and fineness, 
and, under the terms of the convention, are accepted in each of the 
countries at their face value. A double standard was adopted, 
based on gold and silver, which were to be accepted at the ^ legal 
ipatio of 15 J to 1. 

France, 1 franc = 100 centimes == 9Jd. 

25-2215 fcs. = £1. 

The gold coins are 10- and 20-franc pieces of 900 fine. One 
hundred and fifty-five 20-franc pieces weigh one kilogram. Various 
nickel, bronze and silver coins are issued ; the silver standard is 
the silver franc piece, weighing 5 grams, 835 fine. In pre-war 
days a peculiarity existed in that millions of 5 -franc pieces, 900 fine, 
were in circulation at the fixed legal rates, with the result that, 
at one time, when silver was cheap, the*5-franc pieces were worth 
more in all markets than their value as silver. This is known as 
the etalon boiteux or " limping standard." The high price of silver 
adjusted matters somewhat, but now practically the whole of the 
silver currency has disappeared, and notes only are in circulation. 

Belgium, 1 franc = 100 centimes. 

Italy. 1 lira = 100 centesimi. 

Switzerland. 1 franc = 100 centimes, 

Greece. 1 drachma == 100 lepta. 

The fineness and weight of all these coins is the same as the 
French coins, and the value in our money is therefore the same. 

Switzerland has no gold coins, those of France being used 
instead. Since October, 1920, French silver coins ceased to be 
legal tender in Switzerland. 

Various small silver and nickel coins are used in the four countries. 



Digitized by 



Google 



156 THE PRINCIPLES AND ARITHMETIC 

Spain. 1 peseta =100 centimos. 

1 peso duro or piastre = 5 pesetas. 

In 1871 Spain adopted the system of the Latin Union, so that 
the value of the coins is the same as in the countries of the Union, 
and the 5-peseta pieces, weighing 25 grams, 900 fine silver, are 
legal tender. In addition to the new gold coins of 6, 10, 20 and 
50 pesetas, the old gold coin, the doubloon (value £3 4s. 8d.), is 
still in circulation. Various minor coins in silver and bronze are 
issued. 

The Scandinavian Union. 1 krone = 100 ore = Is. l^d. 

The Scandinavian Mint Convention was formed in 1872 between 
Denmark and Sweden, Norway joining afterwards. By this Con- 
vention a gold standard was established. The monetary unit is 
the silver krone (Denmark and Norway), krona (Sweden), which 
is legal tender up to 20 kroner only. The gold coins are 20-, 10- 
and 6-kroner pieces, and various copper and silver coins, as well 
as bank-notes, are current, and pass freely in the three countries. 

Austria and Hungary. 1 krone (Austria) = 100 heller. 
1 corona (Hungary) = 100 filler. 

The gold standard was adopted in 1892, the unit being the 
gold krone or corona, gold coins of 10, 20, 100 kroner were issued 
in Vienna (Austria) and Kremnetz (Hungary) ; 3,280 kr. contain 
1000 grams of fine gold. Various small nickel and bronze coins 
are issued. At the present time the currency in both countries, 
which are now separate^, is largely depreciated, and consists 
generally of irredeemable paper money. 

Germany. 1 reichsmark = 100 pfennige. 

The gold standard was adopted in 1871, and gold coins of 10 
and 20 marks are issued, all 900 fine. Silver coins are issued for 
5, 3, 2, 1, I marks, but are only legal tender for small amounts, 
and several nickel and copper coins are also issued. As in the 
case of Austria, the present currency consists chiefly of irredeemable 
paper money, issued by the State and the Reichsbank. 

Hottand. 1 florin or gulden = (19-82 pence) = 100 cents. 

1 florin or gulden = 20 stivers. 

Prior to 1872 the standard was silver, but, owing to the rapid 
fall in this metal, the coinage of silver was temporarily suspended, 
and gold was coined conjointly with the legal currency of silver. 

The standard coin is the 10*florin piece, weight 6*720 grams, 900 
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fine, containing 6*048 grams of fine gold. The currency in Holland 
is therefore the gold standard, with the formei; silver coins as legal 
tender — that is, the etahn boiteux is in force, as in the case of France. 
No gold is at present in circulation, but paper money of various 
denominations circulates side by side with the silver coins. 

Portugal. 1 milreis (old) = 1,000 reis. 

10 escudos = 1 conto (new) = 1,000 centavos. 
1 milreis = 1 escudo. 

The single gold standard was adopted by Portugal in 1855, 
the coins to be 916f fine. The currency has been changed of late 
years in accordance with the above table, and at present gold is 
not in general circulation. Gold coins of j^, ^, ^ and 1 escudo 
are provided for, but notes and silver are used. The silver coins, 
being 8 % under weight, are theoretically not legal tender above 
5 milreis, but all commercial transactions are settled on a silver 
basis. 



1 rouble == 100 kopecks. 

Gold coins of 5, 7 J, 10 and 15 roubles are issued, and silver 
coins of J, \ and 1 rouble, which are all legal tender. At the present 
time the circulating currency consists of inconvertible paper money, 
which is so depreciated that exchange with Kussia is not possible. 

Turkey. 1 piastre (or 40 paras) = 100 aspres. 

1 lira or pound (or gold medjidre) = 100 piastres. 

Gold coins are ^, \, 1 lira. Various silver coins were issued, 
but, although the standard is nominally gold, neither gold nor 
silver have been coined for some time. Many silver base coins 
are in circulation, and nearly every European nation has its cur- 
rency in use, thus the English £1 is taken as 125 piastres, the 
Napoleon as 100, whilst silver coins of other currencies are freely 
circulated. 

United States. 1. dollar = 100 cents. 

The monetary unit is the gold dollar. Coins of 1, 2 J, 5, 10 
and 20 dollars are issued, the eagle of 10 dollars weighing 258 grains 
troy, 900 fine. Various other coins of nickel and silver are in 
circulation, and also many forms of Government and bank paper 
money. The chief silver coin is the dollar of 412-5 grains troy, 
at one time sole legal tender, but its value for exchange purposes 
varies with the price of silver. 
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Soath America : The Argentine Bepnblic. 

1 peso or dollar = 100 centavos. 

The standard is nominally gold, but there is, in actual use, 
an inconvertible paper currency, which frequently varies at a 
considerably depreciated value. The gold coin is the argentino or 
$5, but the unit is the paper peso, and gold is at a considerable 
premium. Silver, nickel and bronze coins are al^o issued ; the 
silver peso weighs 27-11 grams, 900 fine. 

Brazil. 1 milreis = 1,000 reis. 

As in the case of the Argentine Republic, the nominal standard 
is a gold one, and the gold coins are ^20-, 10-, 5-milreis pieces, but 
only silver coins and inconvertible paper are in circulation, and the 
exchange is at a heavy discount, gold being at a considerable 
premium. 

Chile. 1 peso = 100 centavos. 

The monetary unit is the gold peso, and gold coins o: 5, 10 and 
20 pesos are coined. The standard is, however, practically a silver 
one, and the new silver peso is worth about lOd. 

Mexico. 1 dollar or peso = 100 centavos. 

The nominal standard is a gold one, and gold coins of 20; 10 
and 5 pesos are coined, and also the doblon (16 pesos) and | and 
J doblon. The actual currency is, however, chiefly silver, the 
Mexican dollar, or peso, being the principal coin. This coin also 
circulates very freely in the East, and its sterling value fluctuates 
with the price of silver. 

China. 1 candareen == 10 cash or li. 

1 mace = 10 candareen. 
1 tael = 10 mace. 
100 dollars = 717 taels. 

These are the moneys of account^ but the only coin is the cash 
or li, and Mexican and American dollars are widely used. The 
cash is made of an alloy of copper, iron and tin, and although 
nominally 1,000 cash = 1 tael (of silver), the latter is worth any- 
thing from 1,000 to 1,800 cash. The tael is a weight of silver and 
not a coin ; its actual value is different in various centres, and a 
uniform currency is badly needed. The exchange value is given 
in taels, ani varies with the market price of silver. 
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Japan. 1 sen = 10 rin. 

1 yen = 100 sen. 

From 1871 onwards the legal money has been the silver yen 
of 100 sen, weighing 416 grains troy, 900 fine, and is oh a par with 
the Mexican dollar, which, however, has a larger circulation. In 
1897 the gold standard was adopted, the gold yens being coined 
in the proportion of gold to silver of 1 : 16-17, coins of 6, 10 
and 20 yen being issued. 

Exchanges from One Currency to Another. 

The calculations involved in making exchanges from one cur- 
rency to another are quite simple, but short methods should be 
used wherever possible, as results are usually sufficiently correct 
to two or three places. Two methods can generally be used : 
(a) Practice, or (6) Decimals. 

Example 1.— Given £1 = Fes. 50-25, exchange £126 188. 9d. 
into francs. 



(a) By practice 
100 
20 


5025 
1005 

351-75 

6381-75 

3-14 


(h) By decimals : — 

126-9375 
•5205 


7 
Is. 3d. = i of £ = 


6346-875 

25-387 

6-347 


An.swer to 2 places = 


6378-61 


6378-609 



Answer to 2 places = Fes. 6378-61. 

Example 2.— Given Fes. 50-25 = £, exchange Fes. 9876-85 
to £ s. d. 

£9876-85 1975-37 

Fes. 9876-85 = ^^ ^, = ,^ ^^ 
50 -20 10 -Oo 

1005)1975-37(196-564 

970^ 

65-87 

5-570 Answer = £196 lis. Id. 

645 
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Example 3. — Express £10 178. 9d. in marks, 1 mark == lOJd. 

(a) By decimals : — 

, £10 17s. 9d. = 10-8875 X 240 pence 

10-8875 X 240 X 2 
/. No. of marks = ^ 

_217-75j<^8 

""' 7 

= Mks. 24S-86 

Note : In practice write down the product of the amount X 20, 
multiply by 8 and divide by 7. 

(b) By the Chain Rule (see p. 164) :— 

How many marks = £10-8875 
when £1 = 240 pence 
when 10^. = 1 mark 1 

10-8876x240 2-1775x80 174-2 

Answer - — 177— = -z = — zr- = 248-86 marks. 

10-5 '7 -7. 

Example 4. — How many rupees would be obtained for £578, 
payable in India, exchange at 2s. IJd. per rupee ? 

578 X 240 578 X 16 
Answer = - v-" 7; = — 1~7 — = 340 X 16 = 5440 rupees. 
^O - o 1*7 

Exchange Tables. — In business houses where exchange tran- 
sactions are frequent, tables of multiples are constructed for con- 
verting from one currency into another at various rates of exchange. 
By this means much time and trouble in calculating is saved, and 
as in normal times rates of exchange fluctuate only within narrow 
limits, it is not difficult to construct tables covering all the rates 
required. From these tables the values in another currency of a 
given amount of money can be written dowji without calculation. 

The student will be well advised to make a careful study of the 
following examples, as questions on the construction of these tables 
have appeared in past examination papers of the Institute of 
Bankers. 

(I) ExcJiange from Sterling, — Given £1=20-52 marks, con- 
struct a table for converting any sum from £ s. d. into marks, and 
write down the value of (1) £196 10s. 7d. and (2) £27 4s. Od. 

Method, — It will be clear after a little thought that if the values 
in marks, of 1-9 pounds, shillings and pence are obtained to a 
sufficient number of places in each case, any sum of £ s. d. can 
easily be converted. 
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Ho, 
I 

2 
3 
4 
5 
6 
7 
8 
9 



20-52 

41 04 

61-56 

82-08 

102-60 

123-12 

143-64 

164-16 

184-68 



1-026 
2-052 
3 078 
4-104 
5-130 
6-156 
7 182 
8-208 
9-234 



d. 
•0855 

•171 

•2565 

-342 

•4276 

•6130 

•5985 

•684 

•7695 



The £ column is obtained by 
multiplying 20-52 by 1, 2, 3, etc., 
respectively. 

The shilliilgs column is for each 
value 2o^h of the corresponding 
value for £1, and the pence column 
is i^th of shillings column. 



(1) £196 10s. 7d. 

£200 = Mks. 
Deduct £3 = 61-56 
9s. = 9-234 
5d. = -4275 

£196 10s. 7d. = 



Mks. 



4104 

71 2215 
4032-7785 



Answer. 



(2) £27 4s. Od. 



£20 = 410-4 
£7 = 143-64 
48. = 4 104 

Answer : Mks. 558-144 

If the tables are to be used for large amounts, the value of marks 
in £ must be given to several places of decimals, and the values 
in each case likewise extended, but the application of the principle 
is the same. The example just considered is taken from an 
examination paper, but it will be evident that it cannot be accurately 
used for amounts of more than two figures, and even then the values 
of £ can only be obtained to two places, whereas those for pence 
can be taken to four. 

{2) Exchange into Sterling. — The constructicm of tables for con- 
version of currency into sterling is usually a simple matter, as only 
one column of values is necessary, giving the equivalents in decimals 
of £1 of 1-9 units of the foreign currency. The reason for this 
is that most foreign currencies are expressed in decimals, but as 
the £ is a large unit, the values should, in practice, extend to several 
decimal places. 

Two cases arise : — 

(1) Sterling rates — when quotations are expressed in English 
money per foreign unit, e.g. Portugal, 1 milreis = 30 pence. 
12 
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(2) Foreign rates — when quotations are in foreign money per 
£, e.g. Germany, 20 -38 J marks = £1. 

(1) Sterling Bate. 

30 pence = 1 milreis 





.-. 1 milreis = £2'fo = «- 125 


Construct 


a table as follows : — 




Miiieis 
1 


£. 

•125 




2 


•25 




3 


•375 




4 


•5 




5 


•625 




6 


•75 




7 


•875 




8 


1- 




9 


1125 


Example : 


Cost of 8321 -46 milreis ? 




8300 = 


£1037-5 




21 = 


2-625 




•45 = 


-05625 




Answer = 


£1040-18125 
= £1040 3s. 7d. 



In practice, this conversion would easily be made by dividing 
by 8, but the above rate is quoted simply to illustrate the principle. 
(2) Foreign Bate. 

Mks. 20-38j = £l 

/. 1 mark = £0490556782 

Construct a table to six places. 

Marks. £. 

1 -049056 2'0'3'8'5)100000( 0490556782 

2 -098111 Ismo 

3 -147167 

4 196223 "^^"" 

5 -245278 115750 

6 -294334 13825 

7 ^343390 -J^ 

8 • 392445 

9 -441501 i^ 

4 
Mks. 1 = £-049066'6782 
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Example : Cost of Mks. 7308-96 ? 



7000 


343-390 


300 


14-7167 


8 


-3924 


•9 


•0442 


•06 


•0029 


7308-96 


£358-546 


Answer = 


£358 10s. lid. 
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CHAPTER XV 

THE CHAIN RULE— CALCULATION OF THE HINT FAB AND 
THE SFEdE FOINTS 

The Chain Bole. — In working Example 3 (b) on page 160, reference 
was made to the Chain Rule. This is a method mdely used in 
exchange calculations for determining the relationship between 
two quantities, whose values measured in terms of other fixed 
related quantities are known or can be found. In the example 
referred to we were given that lOJ pence = I mark, and knowing 
that 240 pence = £1, we were enabled to determine how many- 
marks were equivalent to a given sum of English money. The 
principle can be applied to the solution of problems much more 
involved than this, where a number of related quantities have to 
be considered before the unknown relationship between two other 
quantities can be determined. 

The method consists in arranging in two columns the quantities 
whose relationship is known, as in the following example : — 
Example 1. 

How many francs = £1 

if £1 = 20-60 marks, 
42 marks = 24 florins 
and 100 florins = 210 francs ? 

This is a simple question arranged with the quantities in two 
columns, so that the last three equations are statements of known 
relationships between quantities, and the first equation represents 
the answer required. It is most important for a correct solution 
by this method, that the first quantity in each equation should 
be of the same denomination as the last quantity in the preceding 
equation, and that the last and first quantities should be of the 
same kind. These quantities of like denomination are said to be 
" linked " ; the answer required is the " missing link " in the 
chain, and may come first or last, provided- the correct sequence 
is maintained. 

164 
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The answer is obtained, by dividing the product of the numbers 
on the right by the product of those on the left, as follows : 

20-60 X 24 X 210 



42 X 100 
Answer = 24'72 francs. 

Innumerable examples can be solved by this method, but great 
care must be taken to arrange the quantities in correct sequence. 

Example 2.— If £23 = 460 marks, 325 francs = 65 dollars, 
10 dollars = 30 florins, and 125 francs = £10, find how many 
marks = 1 florin. 

How many marks = 1 florin, 
when 30 florins = 10 dollars, 
65 dollars = 325 francs, 
125 francs = £10 
and £23 = 460 marks ? 

. 10 X 325 X 10 X 460 ^ ^^ , 

Answer = = 2*67 marks. 

30 X 65 X 125 X 23 

In practice, the chain is expressed in as short a way as possible, 
and the last example would appear as follows : 

mks. •? = 1 fl., 
fl. 30 = $10, 
$65 = 325 fcs., 
fcs. 125 = £10, 
£23 =-. 460 mks. 

Calculation of the Mini Para of Exchange. — As has been pre- 
viously indicated, the Mint Pars of Exchange are the basis of all 
rates of exchange between countries which have fixed gold standard 
currencies. It is of great importance that the student should know 
how to determine the values of the Mint Pars between the principal 
centres of the world, and for this reason the most important are 
worked in full below. 

Recalling the definition previously given, we may note here 
that ** The Mint Par of Exchange is the exact equivalent of the unit 
of one currency, expressed in terms of the currency of another, 
determined by a comparison of the Mint regulations of the two 
countries concerned, as fixed by law.'* In other words, the Mint 
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Par is the number of units of one currency containing as much 
jpure gold as the standard unit of another country. 

The calculations of Mint Pars of Exchange are always made 
by the Chain Rule method, but the Mint Regulations of the respec- 
tive countries must be known, and also the relationship existing 
between the standard units of weight. 

The following are the Mint Regulations of the most important, 
countries, together with the relationship between their units of 
weight and our own. 

Mint Regulations. 
Great Britain, 

40 lbs. troy of standard gold, |2^hs fine, are coined into 

1,869 sovereigns. 
1 sovereign weighs 123*27447 grains of standard gold. 
(1 lb. troy = 12 ozs., 1 oz. =? 480 grains.) 

United States, 

Gold " eagle "of 10 dollars is coined from 258 grains of gold. 



jgths fine. 



France, 



1,000 grammes of gold, j^ths fine, are coined into 155 Napoleons 
or 20-franc gold pieces. 
. (1 oz. troy = 31*1035 grammes.) 

Germany, 

69f reichsmarks (20-mark pieces) or 1,395 marks are coined 

from 500 grammes of gold, iQ^h^ fine. 
(1 oz. troy = 31*1035 grammes.) 

Austria, 

1,000 grammes of fine gold are coined into 3,280 kronen, 
jQths fine. 
Holland, 

6-720 grammes of gold, j^^hs fine, are coined into one 
10-florin piece. 

The Latin Union, 

All the countries grouped under this heading in the list on 
p. 152 have currencies of the same standard as France, and the only 
difference is in the names of the coins. The Mint Par of EJxchange 
with Great Britain is therefore the same in all these cases. 
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The Scandinavian VnSon. 

The three countriefi — Denmark, Norway and Sweden — grouped 
under this head, have also similar Mint regulations and the 
monetary unit is the same, being called the '" krone " in Denmark 
and Norway, but the *' krona " in Sweden. The Mint Regulations 
prescribe that — 

One hundred and twenty-four 20-kroner pieces, 900 fine, must 
be coined from 1 kilogramme of fine gold. 

Portiigal. 

Gold crown of 10 milreis is coined from 17* 735 grammes of 
gold, 916f fine. 

^The Mint Pars of Exchange between Great Britain and the 
princi]^! countries are worked out in full below, and each example 
should be most carefully studied so that the student may become 
familiar with the method used. 

Fineness. — It is necessary to explain that by *' fineness " is 
meant the proportion of pure gold in standard currency metal. 
Our gold currency is J|ths fine, which means that in every 
12 parts of standard gold from which our sovereigns are made, 
there are 11 parts of pure gold and One part of alloy. The standard 
gold of most other nations is ]^ths fine, or 900 fine, that is to 
say, there are 900 parts of pure gold in every 1,000 parts of the 
currency metal, so that our standard gold is of purer quality than 
that of most other countries. Note that it does not matter whether 
the parts are grains, ounces, pounds, or grammes, the proportion 
is expressed in the same way. 

It will save unnecessary calculation to note here that in the 
Coinage Act of 1870, which is the law fixing the standard of English 
currency, the metric weight of the sovereign is given as 7*98805 
grammes. This is a great convenience when we have to calculate 
the Mint Pars, and compare our currency with that of other 
nations. 

The Chain Rule method is used in each calculation, but for the 
sake of clearness the Mint Par with France is worked also by simple 
proportion. 

As indicated in the table on p. 152, the Mint Pars with all 
countries can be expressed in two ways — ^in sterling or in currency — 
but those given below are calculated as quoted in London. 
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1. France. 

To find how many francs = £1, Mint regulations as given above 

1 sovereign contains 7*98805 grammes of standard gold. 

7-98805 X 11 
/. 1 ,, „ grammes of pure gold. 

1 franc contains grammes of pure gold 

7-98805 X 11 . 900 . 

/. 1 sovereign = -r francs 

* 12 3100 

7-98806 X 341 



108 

7-98805 
^43 
239^415 
319-522 
7-988 
10'8)2723"-925(26-2216 
^63 
23;9 
2-32 



16 

"5 

Mint Par = 252215 francs per f . 

NoU : Four places are required in answer, and by inspection number 
of integers is two, therefore number' of digits in answer is six. 
We must accordingly have seven digits in the product, and by 
inspection four of these are integers, therefore work correct to two 
places in the multiplication (i.e. work approximately to three). 

Second Method— By Chain Rule : 
? Francs = £1. 

£1 = 7-98805 grammes of standard gold. 
Grammes standard 12 = 11 grammes of fine gold. 
Grammes fine 900 = 3,100 francs. 

7-98805 X 11 X 3100 



Mint Par = 



900 X 12 



Which is exactly the same result as we obtained above by simple 
proportion. 

.-. Mint Par = 25-2215 francs = £1. 
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2. Untied States. 

By Chain Rule : 

? Dollars = £1. 

£1 = 123-27447 grains of, standard gold. 

Grains standard 12 = 11 grains fine gold. 

Grains fine 9 = 10 grains standard, U.S.A. 

Grainsstandard (U.S.A.) 258= 10 gold dollars. 

41 09149 

123-27447 X 11 X 10 X 10 

Mint Par = z^ ;; — i^w~ 

12 X 9 X 258 

86 

45200-639 



9288 



9'2'8'8)46200- 6(4 -8665 



8048-6 



Work correct to four places. 

Number of integers = 1, there- 

Ql^'^ fore digits in quotient = 5, there- 

60 '9 fore find two places with full 

V^ divisor before cutting oflf ; and 

take one place in dividend. 
6 

Mint Par = 4-8665 dollars per £. 
Usually quoted as $4 -861 or $4-867. 

The American exchange is sometimes expressed in pence, and 
it will be useful to illustrate the method of determining the Mint 
Par when quoted in this way. 
By Chain Rule : 

£ ? = 1 dollar. 

$10 *= 258 grains standard gold. 
Grains standard (U.S.A.) 10 = 9 grains fine. 

Grains fine (British) 11 = 12 grains standard (British). 
Grains standard 123-27447 = £1. 

25 8 X 9 X 12 

123 • 27447 X 10 X 10 X 1 1 
27864 Work to four places. First 



135601-917 digit will follow point, therefore 

take five figures in divisor (one 
r3'5'60)2786(.2055 ^ ^^^ carrying figure) and four in 
74 dividend. 



7 

Mnt Par = £-2066 or 49-32 pence per dollar. 
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The same result can be obtained from the first method. 
$4-8665 = 240 pence. 
240 



/. $1 

4^8^6^6^5 )24000 (49-32 
4534 



155 
9 



4-8665 



= 49-32 pence per dollar. 



3. Qermany, 



? Marks = £1. , 

£1 = 7-98805 grammes standard. 
Grammes standard 12 = 11 grammes fine. 
Grammes fine 500 — 1,395 marks. 

7-98805 X 11 X 1395 
12 x~500~ 

^ -0798805 X 1023 Work correct to three places, so 

"" 4 divide out by 4 and multiply. 

•0199701 X 1023 

• 3201 
19^970 

•399 

• 60 



4. Holland, 



20-429 Mint Par = 20-429 marks per £. 



? Florins = £1. 

£1 = 7-98805 grammes standard gold. 
Grammes standard 12 = 11 grammes fine gold. 
Grammes fine 6-048 = 10 florins. 

10 X 11 X 7-98805 878-6855 



12 X 6-048 72-576 

7'2'5'7'6)878- 6855(12 -107 • „, , , ,^ , xt i. 
Work to three places. Number 

^^^ ^^ of integers = 2, therefore number 

7 77 of digits in quotient = 5. Find 

^ one and then strike off figures of 

- - divisor. 

1 

Mint Par = 12-107 florins per £. 
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5. Scandinavia (Norway, Sweden and Denmark). 
? Kroner = £1. 

£1 = 7-98805 grammes of standard gold. 
Grammes standard 12 = 11 grammes fine. 
Grammes fine 1,000 = 2,480 kroner. 





• 


620 






7- 


98805 X 11 X 


2480 








~ 1000 X 12 
3 










878-6865 


(See 


No. 


4-) 




26 










1757-37 










52721 13 










3)54478-5 










18159-5 








Mint Par 


= 18-1595 kroner per £1. 





Austria, 

? Kronen = £1. 

£1 = 7-98805 grammes standard. 
Grammes standard 12 = 11 grammes fine. > 

Grammes fine 1,000 = 3,280 kronen. 



2-66268 820 




7-98805 X 11 X 3280 


-02663 


12 X 1000 


209 


1 


-053 


= -0266268 X 902 


23-967 




24-020 


Jlint Par = 24-020 kronen 


per £1. 



7. Spain, 

As in the case of the United States, the Mint Par with Spain 
is expressed in two ways — in currency and in sterling. The Mint 
regulations are the same as those of France, except that the coins 
have different names, so that the Mint Par in currency is 

25-2215 pesetas = £1. 
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The Sterling Par, which is quoted in pence per peso duro or 
6 pesetas is found as follows : 

? Pence = 1 peso duro. 
1 peso duro = 5 pesetas. 
3100 pesetas = 900 grammes of fine gold. 
British grammes fine 11 = 12 grammes standard British. 
Grammes standard 7 -98606 = £1. 

£1 = 240 pence. 

5 X 900 X 12 X 240 _ 129600 
3100 X 11 X 7^8805 ~ 2723^25- 
2'7'2'3'9)129600(47-578 
20644 



1577 



216 

~26 

S 

Mint Par = 47-58 p^nce per 5 pesetas. 

Foreign Mint Pars. — It will be useful to indicate here how a 
Mint Par is determined between two foreign states, e.g. Prance 
and U.S.A. Two methods could be used : 

(1) Comparison of Mint Regulations as in the above examples. 

(2) Comparison of the two Mint Pars with Great Britain if they 

are known. 
First Metliod, ? Francs = 1 dollar. 

$10 = 258 grains standard (U.S.A.). 
Grains standard 480 = 31*1035 grammes standard 
Grammes standard (Pren<jh) 1,000 = 3,100 francs. 
43 
258 X 3M035 x 3100 
10 X 480 X 1000 
80 

1333 
^ 1333 X 00311 1333 

8 3999 

41-4563 
= 6«182 francs per dollar. 
Note : The fineness is the same in both countries, so it can be 
omitted from the calculation. 
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Second Method. 

£1 = 25-2215 francs = 4-8665 dollars, 

.• . U' 8665 == 25 • 2215 francs. 

^, 25-2215 . 

/. Jl = francs. 

4-8665 

4'8'6'6'5)252215(5-182 
~889 
402 
T3 
Mint Par, France and U.S.A. = 5 • 182 francs per dollar. 

The Par can also be expressed in dollars and cents per franc, 
but the larger coin is usually taken as the unit (cp. the £1). 

The Specie Points. — ^As previously indicated, the specie or bullion 
points represent the limits to the prices of bills, at which it becomes 
as cheap to use gold for settlement of debts as it is to buy and 
remit bills. 

The determination of the specie points between England and 
other countries does not involve any calculation, as they are simply 
obtained by adding to, or deducting from, the Mint Par of Exchange 
charges involved in the transmission of gold. It is important, 
however, that the reader should clearly understand which way 
to make the allowance, given the IVIint Par and the estimated cost 
of transmission per unit of currency. 

The expenses which are taken into account include brokers' 
commission, insurance, freight and carriage, packing, etc. These 
expenses, though small for each unit, involve large sums on heavy 
gold shipments. 

Now an inflow of gold is always favourable to the country 
receiving it, and an outflow unfavourable, and bearing in mind 
the maxim previously given for rates in foreign money, viz. : 

" High rates are for us, low rates against us," 

we see that the inflow of gold is coupled with a high rate of 
exchange, and vice versa, so that when rates are in foreign units 
per £1, the incoming specie point is above the Mint Par, and the 
outgoing specie point is below. 

Example 1. — France. 

If, therefore, we are given the Mint Par with Prance as 
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25-2215 francs per £, and the expenses of transmission as -10 
francs or 10 cents per £1, the specie points are : 

To Ensland. From EngUnd. 

Mint Par 25-2215 . 25-2215 

Expenses . . . . . . - 10 - 10 



25-3215 251216 

Example 2. — United States. 

Find the specie points with the United States. 

Mint Par = $4-8665 per £1. 

Expenses, New York to London, 5 per mille. 
„ London to New York, 8 per mille. 

The rate is in foreign money, so we add for the incoming point 
and deduct for the outgoing point from England. 

To England. From England. 

Mint Par .. 4-866 4-866 

Add expenses 5 per Deduct expenses 8 per 

mille .. .. -024 mille .• .. -039 

$4-890 $4-827 

Example 3. — Germany. 

Mint Par is 20-429 marks per £1. 
Expenses 5 per mille. 



Specie Points. 




To England. 

Mint Par 20-429 


From England 

20-429 


Expenses 5 per mille . . . . • 102 


-102 


20-53 


20-327 



Only the *three chief pre-war exchanges are considered here, 
because the transmission of gold between other centres is not 
important. But, on reference to the rates quoted in previous 
pages, the student will note that these exchange rates differ con- 
siderably from the Mint Par values, and the question naturally 
arises whether gold is constantly flowing between these countries. 
It is hardly necessary to say that this is not so, as restrictions have 
been placed on the export of gold, and they are still in force, so 
that at the present time the specie points are of no practical value 
except as bases for comparing existing rates of exchange. As 
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between Germany and other countries, the export of gold is pro- 
hibited, and the exchange has soared far above the export gold 
points, for the usual stabilising effect of a gold export or import 
is absent. The exchanges during the War have been very much in 
favour of the United States, and gold has flowed into that country 
from Europe to such an extent that she has now more gold than 
she has use for. or desires. European nations are still much in 
her debt, so. that the exchanges continue to be greatly in her favour, 
and gold is still being imported from those countries where restric- 
tions are not enforced. 

There is a further reason why, at the present time, the specie 
points afford no indication of gold movements. The specie points 
are based on the Mint Pars of Exchange, and in calculating the 
Mint Pars it is assumed that gold is freely obtainable at lates 
equivalent to the Mint Pars in the various centres. This, however, 
has not been possible for the last six years, because the price of 
gold has risen considerably higher than the Mint values, and is at 
present about £5 per ounce in England. In addition to this, the 
charges for conveyance, freight, interest and commission are con* 
siderably more than in pre-war days, so that the specie points at 
the present time are far in excess of those calculated above. To 
some extent this is reflected in the prices of bills, which are not 
controlled by the gold points as in previous years. 

It may be remarked that although the points at which gold 
is exported in settlement of debts cannot nowadays be taken as 
limits to the prices of bills, other limits are provided by commod- 
ities, or by Stock Exchange securities. A debtor who can ship 
goods or transfer a certificate or other title to a block of shares in 
some corporation, or a holding of stock to a creditor in a foreign 
country, will do so if in that way he can, with the consent of the 
creditor, settle his debt at a cheaper cost to himself than by buying 
and remitting a bill of exchange. The point in the price of bills 
at which it pays better to send goods in settlement of debts is 
known as the '^ export point," because the export of goods is 
encouraged by the adverse rates of exchange, and the price of 
remittances has reached a point at which it has become profitable 
to export a given commodity in payment. 
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CHAPTER XVI 

LONG BATES OF BZOHANOE— TEL QUEL RATES— INCON- 
VERTIBLE CURRENCIES 

Calculation of Long Rates.— The Long Rate of Exchange is the 
rate quoted for bills payable at the expiration of a fixed period, 
for example three months or ninety days, after the day of purchase, 
and, as indicated in Chapter III, it is based on the short rate by 
making allowance for stamp, risk, and interest at the foreign 
discount rate for the time the bill has to run. 

In order that the student may the more easily imderstand why 
these allowances must be made, and the method used, we will 
consider the routine necessary for making payments by means of 
Long Bills. 

A London merchant owes a Parisian dealer Fes. 5,000, and 
if the short exchange is Fes. 50.0 = £1, he can buy a sight bill 
on Paris amounting to Fes. 5,000 for £100 in London, and remit 
it to his creditor, enabling him to obtain payment at once of 
Fes. 5,000. The creditor will thereupon credit the London mer- 
chant's account with Fes. 5,000 in discharge of the debt. 

The London merchant may, however, prefer to buy a long bill 
payable in Paris in, say, three months, and in this case the procedure 
will be slightly different. The bill broker in London who receives 
£100 for a long-dated bill, has the use of that sum for the time 
the bill has to run, and because of this, he is willing to sell francs 
payable in Paris in three months at a cheaper rate than he charges 
for a sight draft. Now a cheaper rate in foreign money is a higher 
rate, so the three months' rate, if sight rate is Fes. 50, will probably 
be about Fes. 50.55 per £. At this rate of exchange the London 
merchant buys a bill on Paris amounting to Fes. 5,055 for his £100, 
but before the creditor in Paris can get cash in exchange for such 
a bill, he must either : — (a) wait until it is due, or (6) have it 
discounted by his banker. 

If he waits until the bill is due, he loses three months' interest 

176 
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on his money, but, at the end of the time, he gets Foa. 55 more 
than the amount due to him, so he is not actually out of pocket. 
If he discounts the bill, the Parisian banker deducts interest for 
the time the bill has to run, at the Paris rate, and hands over the 
balance. In addition to this allowance for interest, the Paris 
dealer has to pay stamp duty on the long bill ; the banker also expects 
to get some retuxn, if he decides to wait till the bill is due, to 
recompense him for the risk involved in waiting three months for 
his money. We must bear in mind that a bill is only a piece of 
paper, the value of which depends on the good faith and credit 
of the people who sign it ; and this value is reflected in the rate 
at which the banker discounts the bill, the rate charged depending 
upon the credit and standing of the parties to the document. If 
the parties are first-class firms or% banks, market rate will be 
charged, but otherwise the ordinary bank rate, which is usually 
higher than the market rate ruling at the same time and place. 
The Parisian creditor would, therefore, fare as follows ; 

Amount of trade bill bought in London for £100 

at Fes. 60 -66 == Fes. 5056 

2/C«« Stamp duty at J per mille . e akk 

o 'Uoo 



} 



Risk at I per mille . . 

Interest for 3 months at 4 % • . = 50'66 

(Paris bank rate) 55-005 

Pes. 4999-395 

This is very nearly what he would obtain if a sight bill for 
Fes. 5,000 had been sent to him. As a matter of fa^t, he would 
obtain slightly more, because he would be liable upon his indorse- 
ment for three months, and he expects to be recoi^ipensed for this. 

Fes. 4999*395 are therefore paid in Paris for £100 c$«b down 
in London, and this is practically equivalent to a sight rate of 
Fes. 500 per £1. It is now easy to understand that the long rate 
is based on the sight rate by allowing : — 

(a) Interest for the time the bill has to run at the foreign Bank 
rate for trade bills, but at the foreign Market rate for 
bank drafts or first-class paper. 

(6) Foreign stamp duty, usually about J per mille. 

(c) Consideration for risk and contingencies involved in waiting 
for the money, usually about J per mille in pre-war days, 
but now higher, the exact percentage depending on the 
country concerned. 

18 
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The next point to decide is whether to add or to deduct these 
allowances from the sight rate. The sight rate is better and 
dearer because it represents money payable at once, and bearing 
in mind our maxim for rates in foreign, money, 

" The better the bill, the htuer the rate," 

we see that the charges are added to a sight rate in foreign money, 
making the long rate higher than the corresponding short rate. 
Here, again, the reverse is true if the rate is in the " home " cur- 
rency per foreign unit, " home " here meaning the particular 
country, whether England, France or Japan, etc., in which we 
happen to be dealing. 

Important Note, — In practice, the actual rates of exchange 
always move by certain fixed* amounts. For example, the French, 
Belgian, Italian, Swiss and Spanish rates move by steps of 
IJ cents. The American exchange is quoted to the nearest J cent. 
The German exchange in pre-war days usually moved | pfennig 
at a time, and transactions in ^ pfennig were quite common ; but 
nowadays the mark, and also the Austrian krone, have so seriously 
depreciated that the exchanges are quoted to the nearest mark 
or krone. The Lisbon exchange is usually quoted to the nearest 
eighth of a i)enny, whereas the Eeistern or Silver exchanges are 
quoted to the nearest ggnd of a i)enny. 

Although it is useful to bear these facts in mind, the student 
should generally take his calculations to the nearest third place 
of the decimal representing the unit of currency, and this method 
has been followed, for the sake of clearness, in the examples given 
below, though in some cases the rates are given in the usual manner 
to the nearest*" step '* in the exchange. 

Foreign Bates. — The beUer the biU, the lower the rate. 

Example 1. — London quotes Paris short, Fes. 50 '00 per £. 
Bank discount in Paris is 4 %. Allowing J per mille for stanlp 
duty, and J per mille for risk, calculate the long exchange for 
trade bills on Paris. 

Short rate, London on Paris . . . . . . = Fes. 50-00 

Add 3 months' interest at 4 % per annum = '50 



French stamp duty | per mille \ _ n ak 



Allowance for risk, etc.,*| per mille 



Fes. 50-55 per £ 
Long rate on Paris = Fes. 50-55 per £, 
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Example 2. — Market discount rate in London is 7 %, in 
Berlin 6 %. Short rate, I^ondon on Berlin, Mks. 20-66 per £. 
Calculate long rate for best paper, allowing 1 per mille for stamp 
and risk. 

Short rate, London on Berlin . . . . = Mks. 20*56 
Add 3 mos. interest at 6 % (Berlin) . . = -3084 

Allowance for risk and stamp duty . . = -0206 

Mks. 20-889 
Long rate = Mks, 20-89 per £. 

Example 3. — Lisbon quotes London short 62-66 pence per 
escudo. Market discount rates, London 8 %, Lisbon 7J %. 
Allowance for risk and stamp, say, 1 per mille. Fin* long rate 
for best paper, Lisbon on London. 

The same rule applies here, for, in Lisbon, pence is foreign 
money. 

Short rate on London .. .. .. =52-65 pence. 

Add Interest for 3 mos. at 8 % (Market rate) . . == 1-053 
Allowance for risk, etc = -063 



63-756 



Long rate = 53f pence per escudo. 



Bates in the Home Onrrency. — Bates quoted in the home cur- 
rency per foreign unit are cheaper when they are lower, e.g. 49 pence 
per dollar is cheaper in England than 60 pence per dollar. A long 
bill is therefore quoted at a lower rate in the home currency than 
a sight bill, so that we deduct charges from the sight rate to get 
the long rate. 

Example I, — London on Lisbon short rate is 53*26 pence per 
escudo. Bank discount in London 6 %, in Lisbon 4 %. Allowance 
for stamp and risk = 1 per mille. Find the long rate on Lisbon 
for commercial bills. 

London short rate on Lisbon . . = 63 * 25 

Le88 3 mos. interest at 4 % . . . . . . = -6326 

Allowance for stamp and risk, 1 %q . . = -0533 

-6858 



62-6642 
Long rate on Lisbon = 52} pence per escudo. 

The long rate is cheaper, i.e. fewer pence are paid per escudp. 
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Example 2. — ^New York short rate on London is $3-385 per £. 
Discount in New York is 8 %, in London 7 %. Allowances for 
contingencies and stamp, say, 2 per mille. Find New York long 
rate on London. 

As we are operating in New York, rate is in the home currency, 
so deduct charges for the cheaper rate. 

Sight rate = $3 *385 

Less 3 mos. int. at 7 % = -0592 

Allowance for stamp .. •. •. ='0068' 

_066 

$3-319 
The cheaper bill sells for less dollars per £. 

To Find Bates at Two Centres. — Great care has to be taken 
to see that the correct discount rate is used, and also to allow the 
charges in the right direction. 

Example 3. 

London on Paris sight rate is Fes. 50 '55. . 
Paris on London sight rate is Fes. 60 '75. 
Bank discount in Paris is 5 %, in London 4 %. 
Allowance for risk \\ per mille, stamp \ per mille. 
Find long rates for trade bills at both centres. 

London on Paris short rate • • . . • . == Fes. 50 *55 

Add 3 mos. int. at 6 % (Paris) = -6319 

Allowance for risk and stamp at 2 per mille = 'lOll 

Fes. 51-283 
Long rate on Paris = Fes. 61 '28 per £. 

Paris on London short rate .. •. = Fes. 60-75 ' 
Deduct 3 mos. int. at 4 % (London) . . . . = -5075 
Allowance for stamp and risk, 2 per mille = • 1015 

-609 

Fes. 50-141 
Long rate on London = Fes. 50-15 per £. 

We add charges in London, but deduct them in Paris, because 
Fes. 51 -28 are cheaper to buy per £ than Fes. 50-55 ; but in Paris 
ii is cheaper to give Fes. 50* 14 per £ than to give Fo8« 50*75. 
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Also : 

We add charges in London, because 

More francs should be received in three months' time 

than if they were received now ; and 
We dedtict them in Paris, because 

Less francs will be paid to-day for sterling due in three 
months' time than if it were due to-day. 

Example 4. 

London on Lisbon, sight rate is 50*5 pence per escudo. 
Lisbon on London, „ ,, 52*75 ,, „ „ 
Market discount rates, London 5J %, Lisbon 7^ %. 
Bank discount rates, London 6 %, Lisbon 8 %. 
Allowance for risk and stamp, say, 2 per mille. 
Find long rates for ordinary trade bills. 

London on Lisbon, sight rate .. .. = 50*5 

Z>edi4d 3 mos. interest at 8 % .. .. .. =1*01 

Allowance for risk and stamp at 2 per 

mille . . . . . . . . . . = • 101 

Mil 

49*389 
London long rate = 49| pence per escudo. 

Lisbon on London, sight rate . . * . • . =52-75 

. . -4dd 3 mos. interest at 6 % == -79125 

Allowance for stamp and risk at 2 per mille . . = • 1055 

53*64675 
Long rate on London = 53f pence per escudo. 

Rates in pence are usually quoted to the nearest farthing, so 
that the two rates given would appear as 49J and 53i respectively. 

Note carefully that when rates lire quoted in the same way in 
both places, then if we add charges in one place we must deduct 
them in the other. If, howeve^r, the rates are quoted in different 
ways, i.e. one in sterling and the other in currency, we add or 
deduct, as the case may be, in both cases. None of these calculations 
should cause any difficulty if it is clearly understood that, in which- 
ever place we may be dealing, that rate of exchange is dearer which 
compels us to give more of the home currency, or the currency 
of the place in which we consider ourselves to be, for each unit of 
foreign currency which we buy. 
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Example 6. — On a certain date before the War, Petrograd quoted 
the sight rate on London as 97*5 roubles per £10, whereas London 
quoted the short rate on Petrograd as 24*75 pence per rouble. 
Allowing 1 per mille for risk and stamp, calculate the long rates 
for trade paper in both pla^ses. Bank discount in London 4 %, 
in Petrograd 5 %. 

London short = 24 • 75 

Leas 5 % int. for 3 mos = -3094 

Risk and stamp, 1 per mille . . . . = '0247 



•3341 



I* 
Long rate = 24^^ pence per rouble. 



24-4159 



Petrograd short . . . . . . • . = 97 • 5 

Less 4^ int. for 3 mos = -975 

Stamp and risk . . .. .. .. ='0975 



10725 
96-4275 



Long rate = 96-4275 roubles per £. 



Both rates are in the home currency per foreign unit or units, 
so that a three months' bill, being cheaper, is sold at a lower rate 
in both cases. 

Short Bates from Long Bates. — The foregoing examples should 
explain quite clearly the method of determining the long rate from 
the short rate. For purposes of comparison it is often necessary 
to reverse the process, and calculate the short rate, if the long rate 
is given. This simply involves an application of the foregoing 
principles in the reverse order, that is to say, wherever charges 
are added in the above examples, they must now be deducted, and 
so on. 

Example 1. — Long rate fof bank paper on Paris in London 
is Fes. 50-55 per £. Market discount in Paris 4%. Allowance 

for risk and stamp 1 per mille. Calculate short rate. 

• 

Long rate on Paris . . . . . . = Fes. 50*55 

Deduct 3 mos. int. at 4 % = -5055 

Allowance for stamp, etc., 1 per mille = -0505 



•556 



Fes. 49*994 



Short rate = Fes. 50 per f . 
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The short rate is lower — " The better the bill, the lower the rate." 
Example 2. — losbou on .liondon long rate (best paper) is 

53*75 pence. Market . discount in i^ondon 8 %. Allowance 1 per 

mille. Find short rate. 

Long rate on London .. .. = 53-76 pence 

Deduct 3 mos. int. at 8 % . . . . =1-076 
Allowance, 1 per mille . . . . = -054 

M29 

52-621 „ 
Short rate = 52| pence per escudo. 

In Lisbon pence are foreign money, 89 the same maxim applies 
as in Example 1. 

Example 3. — ^Long rate for best paper on Switzerland is 
Fes. 22-4625 -per £. Bank discount rate in Berne is 9 J %,JMarket 
discount is 9 %, London 7 J %. Allowance for stamp and risk, 
say, 1 per mille. Find the short rate on Switzerland. 

Long rate for best paper . • . . = Fes. 22 • 4625 per £, 
Leas 3 mos. interest at 9 % market 

rate . . . . . . . . = -50540 

Allowance for stamp, etc. . • = -02246 

.5278 



Fes. 21-9347 
Short rate = Fes. 21 -934 per £. 

Example 4. — London on Madrid long rate for trade bills = 
47 pence per 5 pesetas. Madrid market discount rate 9 %, bank 
rate 10 %. Allowances for stamp and risk = 1 per mille. Find 
short rate in pesetas per £1. 

Several methods can be used, but it is best first of all to 
express the long rate in pesetas per £1, as follows : 

' 47 pence cost 5 pesetas, 

5 

.-. 240 „ „ - X 240 

47) 1200( 26-532 pesetas per £1 
~260 
^50 

9 
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25-632 


•63S3 




•0256 






0-6638 
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London long rate for trade paper on Madrid . • 

3 mos. int. at 10 % (bank rate) 

Allowance for stamp and risk « 



24-8682 
Short rate on Madrid = 24 • 87 pesetas per £. 

Tel Quel Bates. — In the tables of rates of exchange considered 
in Chapter VI, two rates only are quoted for bills, viz. the 
short rate and the long rate, one for sight drafts and one for bills 
at three months or 90 days. A little consideration will make it 
quite clear that very few long bills brought forward for sale have 
exactly three months or 96 days to run before they are due. Many 
bills will have already run some part of the period for which they 
are drawn, and many will be drawn for longer periods than three 
months^ e.g. for six, nine or twelve months. It is evident that 
bills having more than three months to run before maturity are 
not as good, other things being equal, as bills due in three months, 
and that bills due in a less period are worth more than three months' 
bills. As it would be almost impossible to quote prices to cover 
the varying periods of all the bills dealt with, adjustments have 
to be made at the time of sale to compensate for the interest gained 
or lost, as the case may be. 

There are two ways of dealing with the allowance : — 

(a) The easier and more usual way is to charge the bill at 
the quoted three months' rate, and make a separate 
adjustment for the interest on the cost of payment. 

(6) In some cases the price at which the bill is sold, that is, 
the rate of exchange per unit, is increased or decreased 
by the amount of interest to be allowed. 

In the former case we adjust the principal, but retain the same 
price, whereas in the latter case we adjust the pvice and keep the 
principal the same. 

A rate of exchange adjusted by the second method is known 
as a " tel quel *' rate, because it is made to fit the bill " such as it 
is." As in the case of the calculation of long and short rates, the 
tel quel rates should, where possible, be calculated to the nearest 
" step " by which the exchange varies, e.g. to the nearest IJ cent 
for France, J cent for U.S.A., etc. Also great care must be used 
to ensure that the correct discount rate is used, i.e. the foreign 
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bank rate for ordinary trade bills, and the foreign market rate for 
first-class financial paper or bank drafts. 

In studying the following examples the maxim already given 
should be borne in mind, viz. that for foreign currency 

" The better the bill, the lower the rate," 

the reverse being true for rates in the home currency. 

Remember also that a two months' bill is better than a three, 
four, or five months' bill, and that a four months' bill is not as 
good as a bill due in three months, because the nearer the date 
on which the money can be obtained, the more valuable the bill 
is to the holder. For these reasons it is easy enough to make the 
allowance correctly, as the buyer always pays more of his " home " 
currency for a better bill. 

FiBST Method — Adjust Principal. 

Example 1. — Three months' rate for bank drafts on Paris is 
Fes. 55 '35. Market discount in Paris is 6 %. Find the cost of a 
two months' bill for Fes. 5,535. 

(a) Fes. 6,635 payable in Paris in ^ mos. cost £100 

One month's interest at Paris rate of 6 %= 10 

.-. Cost of two months' bill . . . . = £100 10~~0 

(6) Amount of 3 mos. bill on Paris would be Fes. 5636 

Add one month's interest at 6 % . . = 27 • 675 

,-. Amount of fcs. which must be paid 
for at 3 mos. rate so as to realise Fcs. 
5,635 in Paris = Fcs. 5662 -675 

6562 '676 
Cost price = ——- - — = £100 10s. Od. 
^ 55-35 

Example 2. — ^Three months' rate for market bills in London 
on Spain is 48 pence per 6 pesetas. Madrid bank rate 8 %, market 
rate 7J %. London bank rate 7 %, market rate 7J %. Find 
cost of a four months' trade bill on Spain for 3,000 pesetas. 

(a) 3000 pesetas due in Madrid in 3 mos. cost 

48 X 3000 ^,^^ ^ ^ 

pence . . . . . . «= £120 

6 

JLe98 interest for 1 month at 8 % . • = 16 

Cost to English buyer = £119 4 
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(6) Amount of 3 months' bill would be . . = 3,000 pesetas. 
Interest for 1 month at 8 % . . . . = 20 

Amount to be paid for at 3 mos. rate = 2,980 „ 
Cost = "^^J^ pence = £119 4s. ,0d. 



Example 3. 

In Paris a 3 mos. bill on London for £100 at 

Fes. 65-36 costs = Fes. 5325 

Interest at 7 % for 1 month at London discount 
rate . • . . . • • • . • . . = 31 '06 

.*. A two months' bill on London costs .. .. = Fes. 5356* 06 
which is equivalent to a rate of Fes. 53-56 per £1. 

Example 4. — In Valparaiso a 90 days' bill on London for £100 
at 10 '25 pence per peso costs 



4 

m X 240 



pesos .. .. ='2341 -463 pesos. 



0-41 
Int. at 7 % for one month on this bill at 

London rate . . . . . . . • = 13-668 „ 

.'. A four months' bill on London costs . . = 2327-805 „ 
I.e. a ivorse bill is cheaper to the man at Valparaiso. 

This is equivalent to a rate of pence per peso = 10-31. 

itoin * 80 

Both rates, 10-31 and 53-36 in the last two examples, can be 
easily obtained by the second method, as explained below. 

In the examples just given the interest adjusted has been taken 
for periods of one or two months, but most bills difiEer from the 
quoted periods by a given number of days, and, in such cases, the 
interest should be calculated by the '* third, tenth and tenth rule " 
given in a previous chapter. 

Example 5. — Find the cost of a bill on Italy for lire 6,000, due 
on the 30th of November, purchased in London on the 8th of 
August. Exchange at 26-20 per £ for three months' bills. Dis- 
count in Rome = 5 %. 
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Bill for lire 6,000 due in three months at 26 • 20 • . = £229 2 

Interest for 22 days at 6 % = -6902 (see below) . . ^ 13 9 

Cost ' = £228 6 a 

229 004 
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1 __ 
3 


•01679 
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10 


of 


1 
lb 


of 


1 _ 
3 


•00168 



•6902 

The same result can be obtained by working in currency, as in 
the example above. 

Merchants who make large remittances abroad may possibly 
have to buy several bills whose periods to maturity differ from 
the quoted usance, and also from each other. In such cases it is 
necessary to make an allowance for interest on each bill, but to save 
time the working should be done as in the following example : — 

Example 6. — Find the cost of the following bills on Berlin, 
purchased in London on the 8th of August, due on the dates shown. 
Discount in Berlin 4 % per annum. Rate for 3 mos. bills is 20 •13. 

Bill. Date due. 

Mks. 5000 2l8t Oct. 

„ 2600 30th „ 

„ 7520 2nd Nov. 

„ 10250 6th „ 

„ 26270 

188370 

20-64= Interest = 

366 



(«). 

18 


(*). 
90000 


9 


22600 


6 


46120 


3 


30760 




188370; 


4 

X — - 
100 


_ 1606960 
73000 



Mks. 26290-64 



= 15-070 

5 023 

•602 

•060 



20-646 
•002 

20643 

25290 • 64 
Cost == -^.-jg- =* £1266-366 



= £1256 78. 4d. 
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Method: In column (a) insert daya short (or over) the quoted 
period. In column (6) insert the product of the number of days 
X amount of bill. Add, and find the interest as shown. As all 
are due in less time they cost more, so the interest is added to the 
principal, i.e. the total amount of all the bills. 

The working explains itself. For example, interest on the first 

' 5000 X 18 4 
bill = — ^^ X 7^, but instead of doing this separately for 

each bill, we first of all find the product of the days and amount 
in each case, and use the total for the calculation. If any of the 
bills are over the date, deduct the product of the amount X the 
number of days from the sum of the others. 

Second Mkthod — Tel Quel Rates. 

When using this method we simply adjust the price per Unit, 
i.e. adjust the rate of exchange by making an allowance for 
interest. 

Example 1. Foreign Bate, — Find tel quel rate for a two months' 
bank bill on Paris, London on Paris, 3 mos., Fes. 66-31i iper £. 
Market discount in Paris = 8 % per annum. 

Three mos. London on Paris .. .. = 55*3125 

One mionth @ 8 % .. .. .. = -369 

54-9435 
Two mos. tel quel = Fes. 64*94 per £. 

TJie better the bill, the lower the rate. 

Example 2. Rate in '' Home " Currency. — Find td qud rate for 
a five months' trade bill on London in Berne, three months' bills 
being quoted at Fes. 22* 45— 22*56 per £. Bank discount in 
London 8 %, Market discount 7J %. 

The rate for trade bills is 22*45 — the cheaper rate in Switzerland 
(less of their units per £). The discount in London for trade bills 
will be at the Bank rate of 8 %. 

Three mos. on London .. .. = Fes 22*45 
Two mos. @ 8 % per annum .. = '2993 

Fes. 22-1507 
.*. Five mos. tel qud = Fes. 22-15 per £. 

The 'five months' bill is cheaper than a three months' bill, so 
that it costs lesa francs in Switzerland. 
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The worse bill gets a lotver rate, because it is in a ^' home " 
currency. 

Example 3. *' Home " Currency. — Discount in Madrid is 10 % 
for trade paper. Find tel qud rate for a two months' trade bill 
on Spain, when 

London on Spain, three mos. rate =46-5 pence per 5 pesetas. 
One month's interest @ 10 % . . = '39 ,, „ 

Two mos. id qud =46-89 ,, „ 

The better bill costs more pence. 

Example 4. Foreign Rate. — ^Valparaiso quotes London 90 days 
at 18 pence per peso. Find rate for a five months' bank bill on 
England, bank discount in London CJ %, market rate being 6 %. 

In these cases 30 days is taken as a month, and 360 days to 
the year (as in U,S.A.). 

Three months' rate . . . . . . =18 pence per peso. 

Two months (or 60 days) @ 6 % .. = -18 

isls 

The bill is cheaper, so that the peso purchases more pence. 
Example 5. " Home Currency." — Find rate for a four months' bill 

on London in Paris, 3 mos. rate on London = 63*25. Discount in 

London 7 %. 

Three mos., Paris on London •. = Fes. 53-25 
One month @ 7 % = -3106 

Fes. 52-9394 
Four months id quel = Fes. 52*95 per £. 

The cheaper bill costs less francs per £ to the Paris merchant. 

Inconvertible Paper Currencies. — In reckoning the Mint Par as 
a basis for exchange rates, we assume that gold currency coins are 
obtainable in each of the coimtries concerned in return for a fixed 
amount of gold bullion per unit. In most countries, however, 
gold is practically unobtainable at the present time, and,. in others, 
its value, when measured in their inconvertible paper currencies, 
is far in excess of its normal exchange value. This excess over the 
nominal value of the gold currency is known as the premium on 
gold, and the premium also expresses the extent of the depreciation 
of the inconvertible paper. In exchange transactions with such 
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countries, it is necessary to know and to allow for this premium 
when calculating how much must be paid down to obtain a given 
sum in another country. 

Example 1. — Suppose £1 is equivalent in normal times to 
20 gold dollars of a certain country, but that this country has an 
inconvertible paper currency, and that gold is at a premium of 
200 per cent. 

This means that 100 gold dollars are equal to 300 paper dollars, 

300 
.'. 1 gold dollar = y^ = 3 paper dollars. 

.-. If £1 = 20 gold dollars, 

£1 = 20 X 3 paper dollars = 60 paper dollars. 

Or 1 paper dollar is worth 4d. only, instead of being equal to the 
normal Is. 

.'. To obtain 60 paper dollars in that country £1 must be paid 
or sent from England. 
Example 2. 
Mint Par between England and Germany = Mks. 20*43 per £1. 
Premium on gold in Germany = 450 %. 
.'. 100 gold marks (i.e. 5 reichsmarks) = 550 paper marks. 

550 
.-. 1 gold mark = Jqq »» « 

But £1 =20-43 gold marks, 
11 
20-43 X m 224-73 

• • *' m 2 

2 

= 112-36 marks, or 

240 
1 mark = - ^ ^^ pence = 2-1 pence. 

Example 3. — If gold is at a premium of 450 % in Germany, 
what is the discount at which the paper mark stands ? 

At 450 % premium 100 gold marks = 650 paper marks, 

100 ,^ 
.-. 1 paper mark = -— gold marks. 

450 
.-. Discount at which paper mark stands = - -- = 82 % approx. 
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CHAPTER XVII 

METHODS OF PAYMENT— EXCHANGE OPERATIONS— DIRECT 
REMITTANCES AND DRAFTS 

As indicated in previous chapters, debts arising from international 
transactions can be settled in several , ways, when creditor and 
debtor live in different countries. 
1. Direct Drafts :— 

(a) Creditor Draws a BiU. — The creditor may draw a bill of 
exchange on his debtor, either for the amount of his debt, or for 
a sum on account, advising his debtor that he has done so when 
sending his account or invoice. Such a bill can be turned into 
cash by 

(a) Discounting it with a banker for a small charge. 

(6) Selling it on the Exchange, or 

(c) Sending it to an agent abroad, or to a creditor of the 

original creditor for collection from the debtor when 

due. 

If the creditor or drawer lives in England, he will possibly draw 
the bill in sterling, inserting the words, " Exchange as per indorse- 
ment." By so doing he obtains the exact amount due to him, 
less a small charge for banker's brokerage or commission. When 
the bill is sold on the bill market, the rate of exchange is specified 
in the indorsement, and the amount of the bill altered into foreign 
currency at the specified rate. The foreign drawee or debtor 
should be advised of this rate, so that he will know what amount 
he will be required to pay. 

(b) Debtor's Agent Draws a Bill, — If the creditor does not draw 
a bill, the debtor may instruct his own agent or the correspondents 
of his bankers to draw upon him. They will sell the bill in the 
creditor's country, and pay the debt with the proceeds. Once the 
bill is sold it may pass through several hands, until it eventually 
will be presented for acceptance to the debtor, who pays it at its 
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due date, so discharging his debt. Sometimes sight bills are drawn, 
which are presented for payment as soon as they are received by the 
creditor's agent abroad. 

Both these methods involve the drawing of a bill by the 
creditor's country on the debtor's coimtry, and in both cases 
the bill may be drawn on an accepting house or bank, who have 
arranged with the debtor to accept bills on his behalf drawn 
from the creditor's country. 

2. Direct Bamitiances. 

Debtor Remits a Bill, — If the debtor does not receive advice 
that a bill has been drawn upon him, he will probably buy a bill 
in his own country which is payable in the creditor's country, for 
the amount of his debt, or for a payment on account. If he cannot 
buy such a bill, he may get one from his bankers, who will draw 
on their agents or correspondents in the creditor's country. 

The bill is sent by post to the creditor, who presents it to the 
drawee for acceptance, and afterwards either discoimts it or sells 
it in the bill market. If a sight bill is sent, it will be presented 
for payment on its arrival. 

The debtor may himself have someone in the creditor's country 
who owes him a debt, and he may draw a bill on his own debtor, 
sending it to the creditor for collection. 

3. Indirect Remittances or DrattH. — ^The tw<) first methods are 
termed direct operations, because they are made direct between 
the two countries concerned, i.e. those in which the debtor and 
creditor live, and only one rate of exchange has to be considered. 
The debtor may, however, buy bills on other places and send them 
to his creditor, who will sell them in his own coimtry and use the 
proceeds to pay the debt due to him. For instance, a Paris 
merchant may pay a debt in London by buying bills on New 
York in Paris, which he afterwards sends to his creditor in 
London, where they are sold and turned into cash. This method 
would be used only if it were more advantageous than sending 
bills on London to the English creditor, the relative advantage 
being determined by a comparison of the exchange rates in the 
way shown hereafter. 

4. Transmission ol Gold or Securities.— The debt may be paid 
by sending gold, or by sending securities, which can be sold in the 
creditor's country and turned into gold. Either of these methods 
would be used only if it paid better than to buy and send a bill, 
after allowance was made for the extra risk, trouble and expense 
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involved in the transmission of bullion or valuable seourities between 
distant countries. In the same way, silver bullion could be sent 
to silver-using countries such as India, China, etc., but the utilisa- 
tion of this form of remittance would depend on the market price 
of silver in the debtor's country. 

5. Cable Bamittances. — ^At the present time the principal means 
of settlement of debts is by Cable or Telegraphic; Transfers, whereby 
the debtor pays & sum of money to his banker, who cables his 
correspondent to pay the. same amount, less a small charge for 
commission, to the creditor. If the amount is over £500, no charge 
is made for the wire, and a rate will usually be quoted by the hanker 
which includes his commission. This method avoids risk, delay, 
loss of interest and expense, but is not so suited as the bill for 
settling debts which the debtor does not wish to pay until he has 
sold the goods imported. 

Exchange Operations. ' 

Exchange operations are those which are undertaken for the 
purpose of settling debts in any of the foregoing waj^^s, and they 
consist of ; — 

(1) Direct Exchanges for making direct remittances or drafts 

between two places without the intervention of a third 
place. These are the most natural and common operations 
for settling debts, and the rates at which exchanges are 
made are termed *' Direct Rates.'* 

(2) Indirect Exchanges are operations conducted through the 

medium of one or more intermediate places for the purpose 
of settling debts between any two countries, as, for 
instance, the example given previously of a Paris debtor 
paying London through New York. 

The latter operations are known as Arbitrations of Exchange, or 
Arbitrage Operations, and have for their object the making of profits 
out of the varying rates of exchange existing at different centres 
at the same time. The rates obtained by the intervention of one 
or more places are known as arbitrated rates of exchange, and are 
termed simple or compound according- as thjere is one intervening 
place or more than one. 

A simple arbitration would be an operation between Paris .and 
London, conducted through New York, whepreas a cotapound 

' 14 
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arbitration would be one between those two places, conducted 
through Berlin and Vienna. 

Indirect operations are difficult and complex, involving extensive 
and accurate knowledge, and business ability. They are, therefore, 
comparatively unimportant from the point of vi^ew of merchants 
and traders, but bankers and brokers study rates of exchange 
carefully, and continually calculate and compare the arbitrated 
rates through various places in order to determine whether their 
remittances or drafts, between any two centres, can be more advan- 
tageously made through one or more intervening countries. 

Orosf Bzchanges are direct exchanges made between two places 
for the benefit of a third place. For example, a merchant in London 
may have a creditor in Paris and a debtor in Berlin. A cross 
exchange for his benefit is made, when the debtor in Berlin buys 
bills on Paris on account of the London merchant, which are sent 
to Paris for sale, and the proceeds paid to the Parisian creditor 
of the London merchant. On the other hand, the London merchant 
may instruct his Parisian creditor to draw on the Berlin debtor, 
and sell the bills in Paris. 

Interest, Brokerage, Commission and Stamp Duty.— The question 
of interest is an important one in all exchange operations, the 
banker or broker having to reckon interest for each day that he 
is out of his money. Bills at short dates are seldom used for any 
but direct operations, so that the interest on long bills has also 
to be taken into account at the foreign discount rate. Long bills 
are used for these operations, because profits can be made by waiting 
for improvements in the rates of exchange. 

In addition to interest, several other charges have to be taken 
into account, and these, in compound arbitration, are so heavy 
that such operations are usually left to bankers who, because they 
have a large network of agents or correspondents in various foreign 
centres, can keep down these costs. In the first place stamp dutj'^ 
at the rate existing in the foreign country has to be paid on the 
amount of any bills negotiated, i.e. sold or bought, in that country. 
Brokerage has also to be paid, in the same way that brokerage 
must be paid on the sale of stocks or shares. Finally, a commission 
has to be paid to the foreign agent or banker who buys or sells bills 
in the foreign centre ;for the account of a merchant or banker in 
another country. 

^ The usual charge for stamps is ^o*'^ P^^ cent., or J per mille ; 
e.g. in Great Britain the stamp duty is Is. per £10(^ or Is. per 2,000 
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Bhillings, which is equal to | per mille. Similarly, brokerage is 
usually charged at ^th per cent., or 1 per mille, although the 
charges differ in the various centres in the same way as the stamp 
duties. The rate of commission charged is fixed by arrangement, 
being generally about i to | per cent. As a rule, the allowances 
are specified in any examples which may have to be calculated, 
but if not, the student should allow brokerage at 1 per mille, stamp 
at I per mille, and commission at | per cent. 

Nowadays brokerage charges are by no means the rule on the 
Continent, it being rather the custom (a convenient one also for 
book-keeping purposes) to pass all bill transactions over the Voatro 
account of the foreign principals, charging an all-round commis- 
sion of I, I or ^ per mille on the debit or larger side of the account. 
It must be remembered that such Continental agents or branches get 
their own '' turn " in the exchange where in and out transactions, 
or buying and selling, is concerned, and regard this as sufficient 
remuneration. Nowadays, nearly all banks have direct relations 
and accoimts with the large continental centres, and they are, in 
many cases, able to carry through the majority of transactions 
without going into the open market, and to do so at the finest rates 
for the day. 

The practical application of the foregoing explanation is set 
out clearly in the following examples, which should be carefully 
studied. 

Direct Remittances. — ^The most natural and the most usual 
method of pa3ring a debt is to buy a bill for the amount from a 
banker or on the market, and to remit it to the creditor abroad. 
The bill will usually be drawn in foreign money, but, as previously 
pointed out, if it is drawn in sterling it should bear the words, 
*' Exchange as per indorsement," and the rate of exchange on the 
date of the negotiation of the bill must be indorsed thereon. 

The bill purchased to make the remittance may be a short- 
dated bill or sight draft, or it may be a long bill payable in three, 
four or six. months. As a rule, a long-dated bill would be used, 
particularly for trade transactions involving the export and sale 
of goods, and also for settlements between countries which are 
far apart, but many payments are made by short-dated bills and 
sight drafts, especially between this country and the Continent. 

The amount that has to be paid for a cheque or sight draft is 
easily calculated at the short rate of exchange, as no charges or 
interest have to be considered, other than the commission due to 
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the banker on purchase or sale of such a draf t« Generally speaking, 
no interest has to be reckoned, because the money is payable almost 
at once, but, in some cases, a small allowance is made for the few 
days' interest lost in the operation. 

The calculation of the cost of a sight bill simply involves a 
translation from one currency to another at the short rate, and 
any of the methods described in Chapter XIV can be used. The 
usual brokerage of 1 per mille must be charged to the buyer of the 
bill or draft, but the stamp duty on a sight draft is so email that 
it can be ignored in making the calculations. 

In the following examples no indication is given as to the 
meaning of the rates, as these should by now be familiar to the 
student. Where necessary, continual reference should be made 
to the tables and explanations given in Chapter VI. The calcula* 
tions can generally be made in two ways : — • 

Short Bilk, 

Example 1. — ^Find cost of a sight draft on Amsterdam for 
5254*16 florins, exchange being 11 '50, and charging brokerage at 
1 per mille. 

(a) Draft required for . . .. 5254*16 .florins. 
Brokerage .. .. .. 6 '254 

Total to be paid for . . 5259-414 „ 

£5259-414 
Cost = — — ~ - = £457 • 340 
11-5 

= £457 6s. 9d. 

£5254 16 

(b) Cost of draft == rv— - = £456-883 

11-5 

Brokerage @ 1 per mille -457 

£457-340 
= £457 6s. 9d. 

Example 2. — For what amount would you issue a d^affc on 
France against payment of £1,000, the short rate of exchange being 
55-25, your commission 1 per mille ? 

(a) £1,000 @ Fes. 52 -25 (short) = Fes. 52250 
Brokerage 1 per mille .. = 52-25 

Amount of draft .. .. = Fes. 52197-75 
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(6) Amount of payment, less brokerage @ 1 per mille = £999. 
Amount of draft = 999 X Fes. 52-25 

«Fcs. 62-25 (1000- 1) 
= Fcs. 62197-75 

Example 3, — Issue a draft on Portugal against payment of 
£446 12s. 6d., exchange @ 9 J, your commission 1 per mille. 

446-625 X 240 

(a) £446 - 626 @ 9 J short . . = r— escudo 

y -o 

= 11257-895 

Brokerage = 11 -258 

Amount of draft .. .. =11246-63 escudo. 

(6) Amount of payment .. = £446-625 

Less brokerage . . . . = '446 

£446-179 

, £445-179 X 240 

Amount exchanged mto escudos = ^~ 

y * o 

= 11246-63 escudos. 

Long Bills. 

The calculation is more difficult to understand when long bills 
are used for remittance, because allowance must then be made 
for interest on the amount paid for the time during which the 
debtor is out of his money. 

A consideration of the procedure will serve to explain the effect 
of the interest : — 

A debtor buys a bill on France payable in three months for 
an amount in francs equal to £1,000. For this he pays cash down 
£1,000 (excluding charges). The creditor must wait three months 
before he gets his equivalent of the £1,000, but he may prefer to 
discount or sell the bill, obtaining for it the amoimt less interest 
for three months. He will therefore either :■ — 

(a) Credit the debtor with the cash » value at once (i.e. the 
equivalent of £1,000 less three months' interest), or 

(6) Credit the debtor at the end of three months with the 
equivalent of £1,000, in the meantime charging him 
interest on his account. 

It will, therefore, be clear that if the debtor wishes to discharge 
a debt equivalent to the full amount of £1,000, he must pay the 
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interest on the money for the period of the bill, or, in other words, 
he must buy a bill of such amount as will enable his creditor to 
get cash immediately for the amount of his debt. 

In addition to charges for interest, brokerage and stamp duty 
have to be considered. Brokerage is the same as in the case of 
sight drafts, but the stamp duty on a long bill is higher, and amounts 
to about ^ per mille. 

It should be noticed that these charges have to be paid by the 
buyer of the bill, so that whatever the way in which the rate of 
exchange is quoted, these charges increase the amount which he 
has to pay in his ovm currency for the remittance. Nowadays, the 
great banks have agents in all the large centres, and are enabled 
to cut rates so fine that drafts to customers are issued at the cheque 
rate and no commission is charged. It is, however, included below 
for explanatory purposes. 

The following examples should make this explanation quite clear. 

Example 1.— What is the cost in London of 18762 '64 florins 
due in Amsterdam, rate for three months' bills 12 '07, discount 
in Amsterdam 4 % ? 

(a) Fl. 18752-64 @ 12-07, 3 mos. cost =£1653-657 
Interest at 4 % for 3 mos = 15-5366 

£166^936 

Brokerage 1 per mille .. .. = 1-5692 

Stamp J per mille = -7846 

£1571-647 

The debtor therefpre pays £1,571 lis. Od. to pay his creditor 
in Amsterdam 18752-64 florins. He pays the interest, otherwise 
it will be charged by the creditor, who would in such a case not 
credit the debtor with the full amount owing. 

(6) Amount to be paid in Amsterdam .. = Fl. 18762-64 
Interest thereon @ 4 % for 3 mos. . . = 187-526 

.-. Amount of draft to yield Fl. 18752-64 
in Amsterdam when discounted by 
creditor . . 
Brokerage 1 per mille .. .. = *18-940 

Stamp J per mille = 9-470 

Fl. 18968-676 
£18968-576 
Cost in sterling = io/qy — 

= £1,571-547 = £1,571 lis. Od. 



= F1. 18940-166 
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In other words, the English creditor is charged for 18968*576 
florins, and the actual amount of the three months' bill is 
Fl. 18940 ' 166. This bill is discounted by the creditor in Amsterdam 
@ 4 %, and he obtains slightly less than the amount due to him 
by his debtor. 

Example 2. — I owe Fes. 30,000, to be paid in three months in 
Paris. What is the cost of a draft for payment of that amount 
if the exchange is Fes. 50*5, 3 mos., discount 6 % ? 

Cost of Fes. 30,000 @ Fes. 50-5 = £694069 
Brokerage 1 per mille • . . • = -694 

Stamp J per mille 5= •297 

£694-96 
Total cost = £694 19s. Od. 

No interest is taken into account, as the money is not due for 
three months. 

Example 3. — What is the cost in London of 36,000 rupees at 
Is. 3d., 4 mos., discount @ 5 % ? 

(a) Amount to be paid = 36000 rupees 

Interest @ 6 % for 4 mos. • • = 600 

36600 
Brokerage and stamp, 1^ per mille == 64*9 

36664-9 „ 

Cost in sterling = £36664-9 X — = £2290-931 

240 

= £2290 18s. 7d. 

(6) 36,000 rupees at Is. 3d. cost . . . . = £2260 

Interest for 4 mos. @ 6 % .. ,. = 37-6 

2287-6 

Brokerage and stamp, IJ per mille .. = 3-431 

£2290^931 
= £2290 18s. 7d. 

Example 4. — ^Find cost in Paris of £1,000 due in London, at 
25-10, 3 mos. Discount in London 4 %. 

£1,000 at 25 10 costs = Fes. 26100-00 

Add interest for 3 mos. @ 4 % . . = 261-00 

26361 00 
Brokerage, 1 per mille.. .. .. = 26-36 

Stamp, J per mille = 12-676 

Total cost as Fes. 26389 - 026 
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To make an immediate payment of £1,000 in London, it costs 
the Parisian debtor Fes. 25,389. For this sum he obtains a 3 
months' bill in sterling, of snch an amomit as will yield £1,000 to 
the creditor, when it is discounted at 4 % on its arrival in London. 
If the debtor was content to purchase a bill for £1,000 at the 3 
months rate of 25 • 10, he would pay considerably less, but he would 
not be credited with £1,000 in London for 3 months, during which 
time interest would be charged against him in account. He there- 
fore pays an extra 251 francs, so as to obtain credit in London 
for £1,000 immediately. He could, of course, achieve the same 
result, by purchasing a sight draft, costing him approximately the 
same sum in francs, less a slight difference on account of the lower 
stamp duty. 

Direct Drafts. — The other method of payment most commonly 
used is that of direct drafts, where the creditor draws a bill on his 
debtor abroad for the amount of the debt owing to him, obtaining 
cash by selling the bill on the market, or by discounting it with 
his banker. Such a bill may be either a short bill or cheque, or a 
long bill payable in three or six months. 

The creditor is chiefly concerned with the amount which he 
can obtain for the bill drawn by him, and, in the case of a cheque 
or sight draft, this is quite easily calculated at the short exchange 
rate, less the small allowance for brokerage. 

Bills drawn in England are almost always drawn in sterling, 
and bear the words, " Exchange as per indorsement." The rate 
of exchange at which they are negotiated is indorsed on the back, 
and the new amount in foreign money entered on the face of the bill. 

The calculations are similar to those for direct remittances, 
but, in the following cases, the charges for brokerage, etc., must 
be deducted from the amount received by the creditor in his own 
currency. 

Short Bills, 

Example 1. — What would a sight bill for Fes. 20,000 on Paris 
riealise when sold in London, the short rate being Fes. 45*50 ? 

Amount of draft . . . . . . = Fes. 20000 

Brokerage @ L per mille • . . . = 20 



Amount received by creditor = 



Fes. 19980 
19980 



45-50 
£439-111 =£439 2s. 2d. 
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Example 2. — ^Find the value to a creditor in Paris of a sight 
draft on London for £676 17s. 6d., the rate of exchange being 
25-17i. 



26-175 
677 




176-225 
1762-25 £676-875 
15106-0 


@Fcs. 25 =16921-876 
@ -10 = 67-687 


17043-475 
28. 6d. = i 3-147 


@ -05 = 33-844 
@ -025= 16-922 


Less 17040-328 
Brokerage @ 

IpermJIIe 17-040 


rc8,26-175 = 17040-33 
Brokerage = 17-04 


17023-288 


17023-29 



Value to the creditor = Fes. 17023-29. 

Example 3. — How much should I realise in London for a 
short bill on Portugal for £782 18s. 9d., short exchange being 
at 27i ? 

In this example, calculation is not necessary, as the amount is 
in sterling, so that the sum realised is the amount of the bill, less 
brokerage, i.e. : — 

£782-9376 
_^83 

£782^1545 = £782 38. Id. 

Long Bille. — In calculating the proceeds of long bills, the amount 
of interest or discount at the foreign rate must be deducted from 
the sterling amount paid to the creditor, and, in addition to the 
brokerage, the stamp duty at the foreign rate has to be charged 
to him, as this is higher than in the omb ef short bills or 
cheques. 

We may note here that the amount the debtor has to pay is 
the face value of the bill, if it is drawn in his own currency, but 
if it is drawn in a foreign currency, then he pays at the actual rate 
of exchange, whether short or long, at which it^ was negotiated, 
or which is determined as indicated in the bill itself. 

Example 4.— Find the value to the creditor, and also the cost 
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to the debtor of a three months' trade bill for £715 Os. 3d. drawn 
on Paris, and indorsed Fes. 50*25, bank discount in Paris 4 %. 

Pace value of bill 
Lt88 Discount 3 mos. 4 % 

Less Brokerage, 1 per mille 
Stamp, I per mille . . 



Value to the creditor 
Cost to debtor ■ 



Example 5. — Find value and cost to the debtor of a bank bill for 
Kr. 8,974, drawn in Copenhagen on England at three mos. 
Market discount 4 %, indorsed 18 '35. 

Face value of bill 
Less 3 mos. at 4 % . . 

Brokerage, 1 per mille . . 
Stamp, I per mille 





= 


£716-4626 




= 


7-1646 
£708-3079 


•7083 






.. -3641 




1-0624 
£707-2465 






£707 48. lid. 






716-4626 X 50-25 




Fc8. 36961-99. 







= Kr. 


8974 


89-74 




8-974 




4-487 






103-201 
8870-799 


= Kr. 


£489 046 





.*. Value to creditor in Copenhagen 

8974 
Cost to debtor = - ^- = 
18-35 

= £489 Os. lid. 

ComjWnson of Rates at Two Centres— There are generally 
two distinct rates of exchange between any two centres at the 
same time. For instance, between Madrid and London there is 
the London rate on Madrid^ and also the Madrid rate on London. 
Either or both of these may be short or long rates, or the method 
of quotation may differ in some other respect. If the rates are 
both short, they are usually tending towards equality, whereas 
if they are long rates they differ by the period which they have to 
run> and also by the difference between the interest calculated at 
the home and foreign discotmt rates. 

It is frequently necessary to compare these direct rates existing 
at two centres, in order to determine the most advantageous method 
of paying debts. It was pointed out under the heading *^ Methods 
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of Payment " that debts can be paid either by direct drafts 
drawn and sold by the creditor, or by direct remittances, bought 
and sent by the debtor. The method used will naturally be the 
one most remunerative to both parties, i.e. that which yields most 
to the creditor and costs least to the debtor. 

In order to make the comparison, the rates on the two centres 
must be reduced to the corresponding short rates if they are not 
already so expressed, and both rates must be expressed in the 
same terms. 

There are three cases to be considered : 

(1) If both short rates are given, and they are quoted in the 

same way, they can be compared at once. 

(2) If one short rate is quoted in a different way from the 

other, e.g. one in sterling and the other in currency, 
a calculation is necessary to express one in the same 
^ way as the other. 

(3) If long rates or a long rate is quoted, they must be reduced 

to short rates by adding or subtracting interest for the 
period quoted at the foreign discount rate, afterwards 
ahanging them to quotations of the same kind. The 
interest must be taken into calculation because it 
affects the price in opposite ways in direct operations, 
and also because arbitrated rates^for indirect operations 
are for present money, as bills are never sold on credit. 

The rules and maxims for determining the short rate from the 
long exchange must be continually borne in mind. Particular note 
should be made of the fact that a short bill, other things being equal, 
is better than a long bill, and that when rates are in foreign cur* 
rencies per home unit, 

** The better the bill, the lower the rate." 

For the purposes of making the comparisons, allowances for stamp 
and risk and for other charges can be neglected, because they are 
usually the same at the two centres. If, however, they differ, they 
must be adjusted in the usual way. 

In working the interest for these calculations, the short methods 
civen in previous chapters should always be used, and where 
possible the amount of interest calculated mentally and written 
down. 
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Looking at the rates from the English point of view, there 
are three cases for comparing rates quoted in London and at foreign 
centres : * 

(1) When both rates are in foreign money, e.g. Great Britain 

and France. 

(2) When both rates are in sterling, e.g. Lisbon and London. 

(3) When one rate is in sterling and the other in currency, 

e.g. Petrograd and London (pre-war). 

The bank rate of discount is considered in each case as applying 
to ordinary commercial paper. 

Eooample L 

London on Paris, 3 months, 55-50. 
Paris on London, 3 months, 54-25. 

Interest in both places at 4 %. 

(a) London on Paris, (6) Paris on London, 

3 mos. rate ..= 55-50 3 mos = 54-25 

Less interest at Add interest at 

4%.. .. = -555 4%.. .'= -5425 

54-945 54-7925 

Short rate = 5^95. Short rate = 54-80. 

Note. — (a) The better the bill, the lower the rate in foreign money. 
{h) Reverse is true for rate in the }ix>me currency. 

Example 2. 

London on Paris, 3 mos., 35-55. 
Paris on London, 3 mos., 34-65. 
Interest in London 6 %, in Paris 5 %. 

(a) London on Paris, (6) Paris on London, 

3 mos. . . . . == 35-55 3 mos = 34-66 

Less interest at Add interest at 

5 % (Paris 6% (London 

rate).. . . = -444 rate).. ..= -520 

35-106 35-170 

Short rate = 35-10. Short rate = 35-17. • 

Note that discount at the foreign rate is taken in each case. 
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Example 3. 

London on Lisbon, 3 moa., 52^. 
Lisbon on London, 3 mos., 53J. 
Bank rate in London 4 %, in Lisbon 5 %. 

London on Lisbon, Lisbon on London, 

3 mos =52-25 3 mos. .. .. =63-75 

Interest at 5 % . . == -6531 Interest at 4 % .. = -5376 

52-9031 53-2125 

Short rate = 53. Short rate = 53J. 

Example 4. — In pre-war days the following rates were quoted 
on a certain day : 

London on Petrograd (St. Petersburg), 3 mos., 24^. 
Petrograd on London, 3 mos., 97-90. 
Citerest in London 4 %, in Petrograd 6 %. 
Find the short rates at both centres. 

Petrograd long vhte,. =97-90 
3 mos. at 4% .. = -979 

Short rate ..= 98-879 

Both rates are in the home currency per foreign units, so the 
interest is added, to get a dearer rate in each case. Before a com- 
parison can be made the rates must be expressed in the same terms, 
so we must calculate the rate quoted in Petrograd in pence per 
rouble as follows : 

98-879 roubles = £10. 

10 X 240 
/.I rouble = --g-g-^ pence. 

/. Short rate on London = 24*272 pence per rouble. 

To Detejimine. WHICH Rate is Best eor Remittances or Drafts 
When the calculation has been made, and both rates are 
expressed at the short prices in the same terms, it is necessary 
to decide which of the two rates is the more advantageous to be 
used for the transfer of money. For the sake of clearness to the 
student, the operations are considered from the London point of 
view, but the application of the theory is the same wherever the 
dealings take place. 

In exchange operations in England, the term *' remittances " 
is used for transfers of money from England to foreign countries, 



London long rate 


.. =24-1875 


3 moa. at 6 % 


. . = -3628 


Short rate 


.. =24-55 
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and the expression " returns " for transfers to England from other 
countries. In other words — 

For remittanceSy England is the debtor and must pay. 
For retumSy England is the creditor and should receive. 

As previously indicated, debts can be settled in two chief ways : 
(a) the creditor can draw a bill and sell it, or (b) the debtor can 
buy a bill and remit it. The student should carefully distinguish 
the two different uses of the words " to remit " and " remittance." 

Remittances. — ^Money leaving England. 

(1) London can buy and remit bills on a foreign centre, i.e. 

London is a buyer. 

(2) The foreign centre can draw and sell bills on London. 

In this case also London may be termed a buyer, 
because the English debtor has to " buy in*' the bills 
from the market by exchanging them for cash. 

Returns. — Money from abroad to England. 

(1) London can draw and sell bills on the foreign centre, 

i.e. London is a seller. 

(2) The foreign centre can buy and remit bills on London. 

Here again London can be regarded as a seller because 
the bills received from the foreign debtors have to be 
changed into cash in London, either by selling them, 
or discounting them, or collecting the money when due. 

Having decided that for remittances London is a buyer of 
foreign currency, and for returns a seller, we are now in a position 
to apply the much-used maxim for rates in foreign money — 

" Buy high, sell low,'' 

the reverse being true for rates in English or the home currency. 
Now, with two rates before us on any two centres, we decide, 
first of all, whether the operation is a remittance or a return, and 
then whether the rate is in foreign money or sterling, and we choose 
for remittances, i.e. for buying, the higher foreign rate, or the lower 
sterling rate, and for returns the lower foreign rate, or the higher 
sterling rate. That is to say, if we are sending money from England 
to France, and the rate in London is higher than in Paris, we use 
the London rate, which means that we must buy bills on Paris in 
London. If, however, the French rate is higher than the London 
rate, we choose the one quoted in Paris, and this means that the 
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Parisian creditor must draw on London and sell his bill. So for 
getting money from France, if the London rate is lower we use 
that one, and, as creditors, we draw on Paris and sell our bill in 
London. If the Paris rate is the lower, we ask our debtors in 
France to use that rate by bu3dng a bill on London and send it to 
us. The cases for rates quoted in sterling are simply the reverse 
of these, aiid are quite easy to understand, because, if we are 
buying, the less sovereigns we pay the better, and, if we are selling, 
the more sovereigns we get the better. 

The following summary gives the rules which can always be 
acted upon : 

For remittances, England is debtor, the foreign country, creditor. 

For returns, England is creditor, the foreign country, debtor. 

Then for remittances and returns : 

(1) If England has the higher foreign rate or the lower 

sterling rate, the debtors should remit. 

(2) If England has the lower foreign rate, or the higher 

sterling rate, the creditors should draw. 

We can now apply these rules to the short rates which we 
obtained in Examples 1, 3 and 4 above, both for remittances and 
returns. 

1. London on Paris . . 54*95 Paris on London . . 54-80 

2. „ Lisbon . . 53 Lisbon „ . . 53| 

3. „ Petrograd 24-55 Petrograd on London 24-272 

For RemiUan>ees, — London the debtor, 

(1) London has the higher foreign rate, therefore debtors remit 

to Paris. A man who owes Fes. 10,000 in Paris will 
pay less for his bill at 54*95 than at 54*80. 

(2) London has a lower sterling rate, therefore debtors remit 

to Lisbon. Payment of a debt in Lisbon costs less at 
53 pence than at 53 J pence. 

(3) London has a higher sterling rate, therefore creditors in 

Petrograd should draw. A payment in Petrograd of 
1,000 roubles costs less at 24*272 pence per rouble than 
at 24-55. 

For Returns. — London the creditor. 

(1) London has a higher foreign rate, therefore French debtors 
remit to London. It costs a Frenchman less francs to 
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pay £1,000 in London at 54*80 than at 64*95, whereas 
if the Frenchman owes London Fes. 10,000, the English 
merchant gets more sterling at 54*80 than at 54*95. 

(2) London has a lower sterling rate, therefore Lisbon debtors 

should remit to London. If a Lisbon merchant owes 
London 10,000 escudos, the Lisbon rate of 53^ pence, 
produces more sterling for London, whereas it costs 
a Lisbon m^chant less escudos to pay a debt of £1,000 
in London if he uses the Lisbon rate, by which he getjs 
more pence for each escudo. 

(3) London has a higher sterling rate, therefore London 

creditors should draw. The London creditor gets more 
pence for a bill for 10,000 roubles on Petrograd at 
24*55 than he does at 24-272, whereas, if the Petrograd 
merchant owes London £1,000, he will pay less roubles 
if he gets 24*55 pence for each one. 

Example 1. 

London on Paris short rate = 25 • 18. 

Paris on London short rate = 26*25. 
Which rate is the better for remittances from London, and how 
should payment be made ? 

The higher rate is better, because less sterling has to be paid 
for a debt payable in francs in Paris, consequently the Paris rate 
should be used, and creditors in France asked to draw on London. 

Example 2. 

London on New York short rate = 49I5 pence per dollar: 
New York on London long rate = 48 pence „ 

Discount in London 5 %, New York 6 %. 
Which is the better rate for returns from New York, and how 

should payment be obtained ? 

New York on London long rate . . = 48 

3 mos. interest at 5 % . . . . . . = * 6 

Stamp and risk at 1 per mille.. .. = '048 

-648 

Short rate on London . . . . . . = 47 * 35 

London short rate = 49*6125. 

England has a higher sterling rate, so as creditor London should 
draw on New York, thereby obtaining more pence. 
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Example 3. — ^You are informed that : 

Madrid quotes London, short .. 24*85 

London quotes Spain, 3 mos. • . 46| 

„ ,, ^, short.. •• 24*83 

Which of these rates is best fgr remittances to. Spain, discount 
in Madrid being 8 % ? 

Method, — It is necessary to reduce the second rate to the same 
terms as the others, i.e. to pesetas per f for the short rate. 

46-5 pence = 5 pesetas, 

5 X 240 
.'. 240 pence == pesetas. 

.*. Long rate on Spain .. = ' 25*806 pesetas per £. 

3'm'os. interest @ 8 % .. = -61612 

Stamp, etc.; \\ per mille = '0387 

• •' ■ • ' • . .555. 

25^251 

The three rates are, therefore, 24 • 83, 24 '85, 25 '251, and the last is 
the best for paying a debt in Spain> as leaa sterling is required, so the 
long rate id used for buying a bill in^London and sending it to Spain, 

Example 4. — A merchant in London wishes to pay £1,000 on 
account of a debt which he owes in Spain. The rates beipg as in, 
Example 3, decide which rate is the best, and determine the amoiuit 
he gaiuB to his credit, and also the gain per cent, by using the rate 
ohosen, discount in Madrid being 8 %, 

Rates are 24-83, 24*85 and 46| or 25*806, and as indicated 
in Example 3, the last rate is the best, as it requires less sterling 
to obtain a given number of pesetas. 

Vsirig London long . mte for remitting : 
£1,000 invested in 3 mos. bills 

on Spain at 46^ produces . , 25806 • 45 pesettas 
If the creditor turns these, into 
cash on arrival, 3 mos. interest 
at 8 % is deducted ,. 
He also pays stamp, \ per mille 
And brokerage for the sale, 1 per 
mille .* *♦ .. 

' Amount credited to London 
account in Madrid . . . . 
• .... 15 



516 13 




12-903 




25-806 






554-84 


debtor's 


25251-61 
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Using Madrid short rate for drawing : 

£1,000 upon London sold at 24*85, yields 24850 pesetas 

Less brokerage at 1 per mille .. .. 24-85 

Amount obtained by creditor and placed to 

London debtor 'i^ account • . • . . . 24825 •15 „ 

Using London short rate for remitting : 

£1,000 invested in short bills on Spain at 

24-83 yields 24830 pesetas 

Brokerage at 1 per mille . . . . . . 24 - 830 

Amount to be collected by creditor. in 

Spain from short bills 24805-17 „ 

# 

The London short rate is therefore the worse for remittance, 
and the gain by using London 3 mos. rate is 446-4 pesetas, the 
gain over the Madrid short rate being 426*4 pesetas. The gain 
is therefore about 446 pesetas on 25,000 pesetas, or 

45 0/ _ 1 4 0/ 
25 /o — ^6 /<>• 

The comparison between rates existing at two centres is chiefly 
important from the point of Tiew of those bankers and brokers 
who deal in bills, and have agents in the most important centres 
on whom they can draw at will, or whose drafts on themselves 
they have arranged to accept. Both parties have a running 
account on which interest is charged, and each party charges 
commission at an agreed rate on all bills which he accepts or on 
all drafts which he issues. By such arrangements, financial houses 
and banks are in a position to issue drafts on most foreign centres, 
and it is for this reason that an ordinary merchant usually places 
his exchange business in the hands of a banker or broker, paying 
brokerage for the privilege. In addition to the brokerage, the 
banker or broker often makes an additional profit by carefully 
studying and comparing the rates as indicated. above, using that 
rate or rates most advantageous to him. It is scarcely necessary 
to add that he sometimes makes a loss on his operations, when 
rates suddenly fluctuate for some unforeseen reason. 

As between two houses who are agents for each other, it is 
not generally necessary to settle the exact amount of a debt, but 
payments are made on accourU according to the state of the current 
account between the parties, and according to the exchange rates 
existing at the time. The purchase of bills lends itself best to 
payments on account, as it is rarely possible to obtain bills for the 
exact amount of a debt, which, in the majority of^cases, is an odd 
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figure. Isolated debts are therefore settled by direct remittance or 
draft, generally through the medium of bankers or financial houses, 
whereas firms who have frequent dealings with each other have no 
difficulty in making payments on account by draft or remittance. 

When the merchant or banker has decided which rate he will 
use, he may probably require to know the exact saving that he 
makes by using the rate he chooses for the operation. If he is 
paying the exact debt, he will find the diflference in the cost to 
himself, whereas if he is paying on account he will determine the 
difference in the amount with which he is credited. As long bills 
are used, he must take into account interest and charges for 
brokerage and stamps, not forgetting that the agent abroad 
requires a commission for drawing and selling a draft (or for buying 
and remitting bills if the English merchant has to receive). 

Example 5. — London owes Amsterdam 20,000 florins. London 
3 mos. rate is 11 -72, Amsterdam 3 mos. rate is 11-28. Discount in 
London 6 %, in Amsterdam 5 %. Find whether London should 
remit or Amsterdam draw, and show the difference : 

(1) For a payment of £1,000 on account. 

(2) For settling the debt exactly. 

Reduction to Short Rates, 

Amsterdam long rate 11 •28 London long rate .. 11-72 

Add 3 mos. @ 6 % . . • 1692 Less 3 mos. int. @ 

at 5 % . . . . -1465 

Short rate . .. 11-4492 Short rate .. 11-5735 

Note. — Neglect charges for the comparison, as they are about equal 
in each case. 
The London rate should be used for remittance, so London 
should buy bills and remit them to Amsterdam. 

Determination of the Difference. 
1. For Payment of £1,000 on Account. 

(a) By Remittance, 
£1,000 invested in 3 mos. bills on Amsterdam 

@ 11-72 produces Fl, 11720 

Less Discount at 5 % if the bills are cashed on arrival 146-5 

Less Brokerage at 1 per mille . . 
Stamp at J per mille 

Amount credited to account 





Fl. 11573-5 


, , 


.. 11-574 


, , 


.. 5-786 




17-36 


• • 


.. Fl. 11656- U 
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(b) By Draft 
£1,000 draft on London sold in Amsterdam at 

11 -28, 3 mo8., yields Fl. 11280 

Add Interest at 6 %, 3 mos 169-2 

11449-2 
Ijess Brokerage and stamp, IJ per mille .. .. 17*17 

/. Yield from draft Fl. 11432 03 

. The difference here is therefore a gain of Fl. 124-11 in the 
a,mo\int credited in accoimt by using the London rate. As a rule, 
agent's commission at ^ % for drawing the draft in Amsterdam 
would have to be paid, reducing the yield to about Fl. 11418, and 
making the gain or difference Fl. 138-11. 

2. For Settling the Exact Debt. 
(a) By Remittance, 

Bill required to yield 20,000 florins in Amsterdam. 
Fl. 20,000 at 1 1 • 72, 3 mos. costs . . 
Interest @ 5 %, 3 mos. . . . . . . 



Add Brokerage, 1 P©r niille 
Stamp, J per mille . . 

.'. Total cost to debtor 



£1706 


•484 


21 


•331 


1727 


•815 


1 


•728 




■864 


£1730-407 



(6) By Draft, 

Creditor in Amsterdam requires a 3 mos. bill which will yield 
him 20,000 florins, rate 11-28. 



Amount of debt . . 


• . • • 


. . Fl. 20000 


Add Stamp, J per mille 


. . 


10 


Brokerage, 1 per mille . . 


. . 


20 


Agent's commission, J % 


.. 


25 


Draft required to clear debt and cost 


20066 


/. Amount of draft in st 


,. 20055 
erling — - 


= £1777-926 



11-28 
Deduct 3 mos. interest @ 6 % for use of 

money 26-669 

£1761 *256 
.-. Difference to London debtor = £20-85 = £20 17s. Od. 
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CHAPTER XVIII 

BANKINO OPERATIONS 

Bankbbs often receive orders from their correspondents to buy 
or sell bills or other centres at prices which are limited, and as it 
rarely happens that the present prices agree with the limits fixed 
by the correspondent, it is necessary to make a comparison with 
existing rates so as to determine whether an order shall be executed 
or not. The correspondent may give the banker the rates on several 
centres to act as limits, and may instruct him to draw or buy bills 
on that place at which the rate is the nearest to the given rate. 
Or the banker may be asked to draw bills on one place, and to buy 
bills on another, for the account of his correspondent, at prices which 
are limited, and if, in the meantime, the rates have changed, he must 
determine whether the operation is to be made at all, or whether 
•a loss on one exchange will be covered by a gain on the other. In 
other words, if the banker has an order for remittances and also for 
drafts, he must decide whether a loss on one is compensated by a 
gain on the other, and vice versa. In practice, the term " cash '* 
is used to apply to the transaction in which cash must be laid out 
in purchasing bills, i.e. for remittances, and the term *' bills " is 
used to signify drafts, i.e. the drawing of bills on places abroad 
for sale. 

In making comparisons the banker has to bear in mind three 
things : 

(1) Whether the operation is a remittance or a draft, i.e. whether 

he has to buy or to draw and sell bills. 

(2) Whether the rates to be used are in sterling or in foreign 

money. 

(3) Whether the present rates have improved or got worse as 

compared with the limits. 

For a simple order to buy or to sell bills on a given centre all the 
banker has to do is to determine whether present rates have improved 

313 
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for the particular operation he has in view. For this purpose it 
is only necessary to bear in mind the maxim previously referred 
to for rates in foreign money : 

" Buy high, sell low," 

the reverse being true for rates quoted in sterling. That is to say, 
if he is buying he must watch for a present rate in foreign money 
which is equal to or higher than the limited price, and he would not 
execute the order if the rate had dropped below the limit fixed by 
his correspondent. On the other hand, he would watch for an 
equivalent rate or a lower rate in foreign money if he had to sell 
bills, and he would not execute a sale order if rates had risen above 
the limited price. 

If several limited rates are given on various centres, with in- 
structions to use the best rate either for remitting or for drawing, 
the banker has to compare present rates with the limited rates, 
and also with each other in order to determine which is the best 
to use. First of all, he decides whether the rates have improved 
or worsened for the particular operation he has in hand. If one 
has improved and the others deteriorated, he will naturally use the 
rate which has improved. If all have improved, he ascertains 
which has improved most and uses that, whereas if all have de- 
teriorated he selects and uses that which is nearest to his limit. 
The best way to make the comparison is to express present rates 
and limited rates as fractions, and, by division, determine how greatly 
the fraction differs from unity, in accordance with the following rules : 

(1) If all rates have improved, express present rates and limited 

rates, whether in sterling or in currency in such a way 
as to obtain an improper fraction. That is, use for the 
numerator, the rate which is the higher of the two. Choose 
for the operation that fraction which gives the highest 
quantity when expressed as a decimal. 

(2) If all rates have become worse, express them in the form 

of a proper fraction, and choose that which gives the 
decimal quantity nearest to unity. 

Example I, — Remittances : A London banker is asked by his 
correspondent in Paris to buy bills on Berlin @ 270, or on Paris @ 
54 -50, whichever is the best. If present prices are Paris, 54 '75, and 
Berlin, 265, which should be used ? 

Both rates are in foreign money, therefore buy high, sell low. 
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The Paris rate has risen above, the Berlin rate has dropped 
below the limit, therefore choose Paris @ 54*75. 

Example 2. — Remittances. 

Order : Buy bills on Berlin @ 276, Paris @ 55 -75, or Amsterdam 

@ 11-50, or the best. 
Present prices: Berlin 273, Paris 55*50, Amsterdam 11.25. 

All rates are in foreign money, and all have fallen, and are there- 
fore worse for buying. We must find out which rate is the nearest 
to the fixed limits. Do this by expressing 'the rates as proper 
fractions, as follows : 

273 55-50 11-25 

Berlin -^ = -989 Paris—— = 995 Amsterdam -7^-;^ = '978 

The best rate is that on Paris, which differs by 5 per mille from 
the limited price. The Amsterdam rate is the worst, as it shows 
a difference of 22 per mille, or 2 %. 

Example 3. — Drafts. 

Order : Sell bills on Berlin, Paris or Amsterdam. 
Present rates and limited prices as in the last example. 

AH the rates having fallen, they have therefore improved for 
selling. To determine which rate is the best, express the rates 
as improper fractions, and find which is highest above unity : 

276 55-75 11-5 

Berlin otq = 1 '^H Paris ^— - =1-005 Amsterdam ry^s = ^ '^22 

The Amsterdam rate shows the most improvement, so this 
should be used. 

Example 4. — Drafts. 

Order : Sell bills on Amsterdam @ 11 -75, Berlin @ 260, Paris @ 

52*25, or the nearest to these limits. 
Present prices : Amsterdam 11-90, Berlin 265, Paris 52-50. 

All rates have risen, and all are worse for selling. Express the 
rates as proper fractions, and select that rate nearest to unity : 

, 11-75 260 52-25 

Amsterdam jj;^^= -987 Berlin— = -981 Paris ^^^^ =• 994 

The best rate to use is therefore the Paris rate of 52-50. 
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^ If one or more ot the rfttes is in storling, great care is required 
to express the fraction in the correct way, as this involves using 
present prices and limited rates in the opposite way to those for 
foreign rates. 

Example 6. — Remittances. 

Order: Buy bills on Paris @ 54 '25 or Lisbon @ 10, or which- 

_.ever is the better. 
Present rates : Paris 54*00, Lisbon lOJ. 

Paris rate in foreign money has fallen. Lisbon rate in sterling 
has risen, so both are worse for buying, therefore, expressing both 
in order to get proper fractions : 

^ . 54-00 . . 10 

Pans ^. • „ = -996, Lisbon — , = '976, 

54*25 lOJ 

we find that the Paris rate is better. 

Example 6. — Drafts. 

Order : Sell bills on Berlin @ 270, or Lisbon 10*25, or the better. 
Present prices : Berlin 265, Lisbon 10.5. 

• Both rates have improved for selling, so expressing the rates 
to obtain improper fractions, 

270 10-5 

Berlin - - = 1 -019, Lisbon vTTn^ «= 1 -02^. 

2oo 10 'zo 

it is dear that, the Lisbon rate should be used. 

Note that in the last two examples the sterling fraction is made 
up in the opposite way to the foreign fraction. The method to be 
adopted depends entirely on whether the rate has improved or 
become worse for the particular operation— 'buying or selling. 

Arbitrage Operations. — These often involve bu3ang bills on one 
centre and selling bills on another, i.e. the banker has to buy and 
remit bills on one place, and also draw and sell bills on another 
for the account of his correspondent. In such cases where limits 
have been fixed and rates have changed, it is necessary to decide 
whether the operation can be conducted or not. If both rates 
have improved, the operation can, of course, be carried through, 
whereas if both have got worse for the particular transaction, i.e. 
remittance or draft, as the case may be, the order cannot be executed. 
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Frequently, however, one rate improves while the other get's worse^ 
and in this ease it is necessary to determine whether the gain: on one 
compensates for the loss on the other. 

As in the previous examples, express improved rates as improper 
fractions, and deteriorated rates as proper fractions, and simplify 
into decimfi.1 quantities. An improvement is indicated by a quantity 
above imity, whereas deterioration, is shown by a decimal. If 
the amount by which one fraction falls short of unity is made good 
by the excess of the other fraction above unity, then the operation 
can be made, and the simplest way to determine this is to add the 
two quantities, and find if they are greater or less than. 2^ 

Example 1. 

• Order : Remit to Paris @ 36-6 ; dtaw onl Berlin @ 200. 
Present rates : Paris 36 -O, Berlin 280. 

For bu3ring Paris has deteriorated, for s^lUng Berlin has improved, 
and if the improvement compensates for the loss the order can.be 
executed. 

36- 

Worse rate, Paris ^.-^ = -980 
•>0'5 

• 290 

Better rate, Berlin rr;: = 1 -036 

2022 

The operation can therefore be conducted, as the loss on one 
transaction is made up by the gain on the other. 

Example 2. 

Order : Remit to Pari^ @ 37-20 ; draw on Lisbon @ 50. 
Present rates: Paris 38, Lisbon 49, 

Paris is better for buying, Lisbon (in sterling) worse for selling. 

"' * ■ 38 

Better rate r^^ ^1-021 

49 

Worse rate ^7: = '98 

2 001 
The order can just be executed. 
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Example 3. 

Order : Remit to Berlin @ 270 ; draw on Amsterdam @ 11-25. 
Present rates : Berlin 277*5, Amsterdam 11*75. 

277 -6 
For bu3ing Berlin is better, .'. ^„^ = 1 •028 

11-25 
For selling Amsterdam is worse, .•. ■ = 0-957 

1-985 

Order cannot be executed. 

Bivalent Bates. — The examples under the last heading can 
be worked by taking the present ^rice which has improved, and 
calculating, by proportion, the value of the other rate to which the 
banker is limited if he wishes to carry through the operation with- 
out loss. To do this, express the two limited rates and the improved 
present ^ce as ratios, representing the unknown value of the 
deteriorated rate by x. • When x is determined, it is then a simple 
matter to decide whether the actual present rate given will enable 
the transaction to be completed or not. 

Example 1. (See Example I., p. 217.) 

Order : Remit to Paris @ 35 -5 ; draw on Berlin @ 290. 
Present prices : Paris 35 -00, Berlin 280. 

Berlin has improved for selling, therefore the Paris rate can get 
worse for buying, i.e. go down. Find how low the Paris rate can fall 
and yet permit the transaction to be carried through without loss. 

290 35-5 
••280 = ^' .-.. = 34-27. 

This indicates that the Paris rate at 34*27 would just permit 
the operation to be made without loss, but as the present rate of 
35 -00 is higher than this, the order can be safely executed. 

Example 2. 

Order : Remit to Paris @ 37*20 ; draw on Lisbon @ 50. 
Present rates : Paris 38, Lisbon 48. 

Paris has improved for buying, therefore Lisbon can get worse 
for selling without loss, so find equivalent rate : 

38 50 



37-20 X 



•. a: = 49 (approx.). 
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At the rate of 49 on Lisbon, the order eould just be executed 
without loss, but the Lisbon rate has dropped further, to 48, so the 
order must not be completed. 

Equivalent rates are also required where only one present rate 
is given, and it is necessary to determine the limit in the price for 
the other operation. 

Example 3. 

Order : Remit on Paris @ 565 ; draw on Berlin @ 275. 
Present price on Paris is 55, what is the equivalent rate on 
Berlin at which the operation can be made without loss '{ 

Paris is worse for buying, therefore Berlin must improve for 
selling, i.e. go dovm. 

56-5 275 



55 



a: = 267-7. 



The Berlin rate must drop to 267*7 or less to prevent loss. In 
other words, since more has to be paid for the bills on Paris, more 
must be obtained for the bills on Berlin. 

Example 4. 

Order : Remit on Madrid @ 50 ; draw on Lisbon @ 53. 
Present rate on Madrid is 51, find the rate on Lisbon at which 
a banker can draw so as not to lose. 

Both rates are in sterling, and, for buying, Madrid at 51 is worse, 
so the Lisbon rate must improve for sale, i.e. go up. 

/. — = -^, .'.x = 54-07. 
51 X 

The Lisbon rate must therefore rise to 54* 07 or more, before 
the order can be executed, i.e. more must be paid for Madrid bills, 
so the bills on Lisbon must be sold at the higher value. 

Example 5. 

Order : Remit to Paris @ 55*5 ; draw on Lisbon @ 10*5. 
Present price on Paris is 56*75, what rate on Lisbon can be 
used if no loss is to be incurred ? 

Paris has got better for buying, therefore Lisbon can get worse 
for selling, or go down in sterling, consequently because I can buy 
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bills on Paris at a cheaper rate than the limit fixed by my oorre- 
spondent, I can accept slightly less for my bills on Lisbon. 

5675. 10-5 

/. =«= ^ , /. X =* 10-27. 

55*6 X . 

Example 6. 

Order : Remit to Madrid @ 46 J ; draw on Paris @ 55*25. 

Present price on Paris is 54- 00. What price is the limit for 

buying bilk on Madrid 1 

For selling Paris is better, so Madrid can get worse without loss 
for buying, i.e. go up. 

.•.^^•^^ = -^,.... = 47-58. 
54 46-5 

The banker can offer to pay 47-58 pence for bills on Madrid, 
so long as he can sell bills on Paris for 54* 00. 



'6.7. .• . 

Order : Remit to Paris .@ 55'45 ; draw on Amsterdam @ 11-55, 
Present price on Amsterdam is 11*25. What is limit to Paris 
rate ? 

.. .Amsterdam for selling is bettei: . (lower rate)), so Paris can get 
worse for buying, i.e. fall. 

. , . 11-66 56*45 _ ., 

.". ~ = — , .*. X =t= 540L 

11-25 X 

So long as more money can be obtained for the bills on Amster- 
dam, the bills on Paris can be bought at a higher price. 

Innumerable examples could be given to illustrate the working 
of these operations, but all depend on the application of the simple 
principles for buying and selling bills explained in previous chapters. 
Having decided whether the equivalent rate is to improve or get 
worse, determine whether it is to go up or down, and arrange the 
fractions, accordingly. 



Digitized by 



Google 



CHAPTER XIX 

INDIRECT OPERATIONS— ABBITBATED RATES— COMPOUND 
AND dRCTJITOUS ARBITRATIONS 

Indirect RemittanoM Md Drafts. — Simple Arbiiratwns. — It is fre- 
quently more profitable to the banker or financial house to send or 
receive money from abroad through an intervening centre rather 
than direct in ** direct bills," thatt is to say, he may pi*efer to make 
an indirect remittance, or receive an indirect return, * ' " .'* 

There are several way^ in which this can be done. Assuan^^ for 
example, that a banker widbes to pay Fes. 50,000 in Paris. If he 
decides that an indirect remittance is more advantageous to him' 
than a direct remittance, he may buy bills to the required valuer 
on Amsterdam, send them to his agent there for sale, and ittstruot 
him to forward the proceeds to Paris. The agent can do this in 
two ways. He can either buy bills in Amsterdam payable in Paris 
and send them to the banker's creditor in Paris, or he can instruct 
the Paris creditor to draw on him for the amount of the fundtr in 
his hands. That ii to say^the money can be sent from Amsterdam 
to Paris either by direct . remittance or by direct draft- In the' 
same way the banker may decide that it is Inore profitable to sdnd 
the money via his agent in Berlin, or Madrid, or Berne. Whidhever 
method he adopts, he obtains a certain number of -francs in Paris' 
for every £1 he pays in London, and thtts he establishes a rate at 
exchange between London ahd Paris; lirhich is eallfed ^ Sitkple 
Arbitrated Bate, Instead of sending the bills on Amsterdam to hiis 
agent in that place for sale, the bankef niay &end the bills dii^ct 
to his agent in Paris, or direct to the creditor in Paris, where thisy 
will be sold at the rate of exchange between Paris and Amsterdam. ' 
In this case also a simple arbitrated rate is established between 
London and Paris by indirect remittance through Amsterdam, i.'e • 
by using Amsterdam bills. ... 

In order to decide which centre he will^use; the backer carefully 
scans the rates of exchange qti'oted in London and on the Conti**- 
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nent, and by calculations determines which is the best rate to use 
for his remittance or return. The method used is the Chain Rule, 
as in the following simple example. 

Example, — If £1 = 11-05 florins, and in Paris bills on Amster- 
dam sell .for 100 florins = 500 francs, what is the rate of exchange 
between London and Paris through Amsterdam, i.e. by using bills 
on Amsterdam ? 

? Fes. = £1. 

£1 =1105 PI. 

100 Fl. =500 Pes. 

500 X 11 05 ^ 
=.—j^^— = Fes. 55-25. 

The arbitrated rate of exchange between Londcm and Paris 
through Amsterdam is therefore Fes. 55*25. 

In {M'actice the calculation is not so simple as this, because the 
banker must take into account the charges involved in the opera- 
tion. These charges vary according to the centre, but, for the 
purpose of this book, they have been averaged at the rates 
mentioned, viz : — 

Brokerage, 1 per mille ; Stamp Duty on long bills, ^ per mille ; 
Commission, ^ % ; Postage, I per mille, in compound operations. 

In addition to these charges, the banker must be careful to allow 
interest on the bills where necessary, as three months' bills are almost 
always used for these indirect operations. But it is not necessary 
to allow for the interest if the long bills are bought in one place 
and sold in the other, because what is added in one centre will be 
deducted in the other, and vice versa, as a reference to the examples 
worked in a previous chapter will show. In practice, the allow- 
ance for interest may not work out exactly as stated, because owing 
to the time taken by transmission through the post, the number 
of days may be less in the one town than in the other. Arrange- 
ments, exist, howeyer, whereby one banking house sells another the 
bills ^* to arrive " and this is advised by telegraph, thus ensuring 
closer rates all round. 

The student will now readily realise why these operations are 
usually undertaken only by bankers or other large financial houses 
with extensive agencies, as the charges become heavy items on 
complicated operations, and the risk of changes in the exchange 
rates has to be very caj*efally weighed up. 
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In these days of wildly fluctuating rates, and consequent re- 
striction of arbitrage transactions, especially those of a complicated 
or circuitous nature, the banker is more often than not satisfied by 
covering himself in the local profit, preferring by far to be satisfied 
with a smaller margin of profit against the possibility of a larger 
profit by an arbitrage operation, which, at the same time, may 
well result in ultimate loss owing to sharp fluctuations. A 10 per 
cent, rise or fall in exchange rates is by no means a rarity, as many 
a banking firm knows to its cost. 

In practice, the bankers who conduct operations of the kind 
desf^bed above, construct tables of equivalent rates to cover 
variations in the exchanges ruling between the important centres. 
This is particularly the case when long bills have to be purchased 
or sold on or at one of the centres, for then the equivalent rates 
for long bills vary with the changes in the rate of discount ruling 
in the centre concerned. ' By means of the taUes, a banker is 
enabled to determine immediately the rate established between 
two centres by using one or more intermediate centres. He can 
thus see at a glance whether a direct or indirect operation is more 
profitable for the purpose he has in view. 

The following simple example will show how such a taWe is 
constructed for operations in short bills between London, Paris 
and Amsterdam. The equivalents are determined in each case 
from the simple formula obtained above by the Chain Rule method : 



EQUIVAIiEHT RATB8. 

London, Pabis and Amstebdam. 



Price of 


Kates for Paris 


, given siiort rate London 


on Amsterdam 




cheque, 

AusteTdam, 

in Paris. 


10-95 


1100 


1105 1 1110 


1116 


11-30 


490 


53-655 


53-9 


54-145 


54-39 


54-635 


54-88 


495 


54-2025 


54-45 


54-6976 1 64-946 


55-1925 


65-44 


500 


54-75 


56- 


65-26 55-6 


66-75 


56- 


• 505 


55-2975 


55-65 


65-8026 


56-055 


66-8076 


66-66 


510 


56-845 


56-1 


56-356 


66-61 


56-866 


67- 12 


— 


I 


— 


— 


— 


— 


— , 
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The table is mod as f oUows : 

• (a) Amsterdam bills in Paris feost Fcs; 406 per il. 100 ; London 

short rate on Paris is 54*19j^. What is the equivalent 

'* ' " rate between London and Amsterdam ? 

' ' ' On referring to the table this is f oitod to be Bl. 1 1 • 15 per £. 

(6). tondon on Amsterdam is 11-00, London on Paris is 56-1. 

What rate is established between Paris and Amsterdam ? 

From the table the rate is Fes. 510 per Fl. 100. 

• 11 3 mos. bills on, say, Amsterdam are to be^ used, allowance 
will be made by the banker for discount at the relative rate in 
Amsterdam, e.g. if the cheque rate in Paris ii3 500, and discount 
at Amsterdam is 4 %, the 3^ mos. rate will be FL 506. 

Now we will supt)08e that with rates existing as in the example 
c5il p; 222^, the London banker wishes to send money to Parid through 
Amsterdam. Having obtained the gross" equivalent of £1 in Paris 
he will ticKt proceed to make allowance for the charges involved 
in the iranasction. These include 

Brokerages: 

(a) For bujying bills on Amsterdam in London, and 
(5) Selling bills on Amsterdam in Paris. 

<Sitomp Dteit/ to be paid by the seller in Paris. 

Ctmmiaaion paid to his agent in Paris for selling, the bills. Of 
course, if the bills are sent direct to the creditor or to another 
branch of the same firm fors^le, no agent's commission 
is payable. 

The banker would, therefore, obtain the following arbitrated 
rate from the above example (neglecting commission). 

Rate as found .., .. .. Fes. 55-25 = £11 

Leas 2 brokerages @ 1 per mille . . = -110 
1 Stamp Duty @ \ per mille . . = -028 

-138 

' ' Fcs..^5 119 

This m^ans that by using- Amsterdam he gets Fes. 55*112 in 
Paris per £1 paid in I^^ndon. 
Suppose he pays £1,000, then 

£1,000 invested in bills on Amsterdam at 11 -05 buys Fl. 11050 P| 

Lesa Brokerage @ 1 per mille 11 '05 

11038*95 
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K. 11038-95 sold in Paris @ Fos. 500 per 

Fl. 100 realise Fes. 55194*75 

Leas Brokerage on sale @ 1 per mUle. . 55- 195 
French stamp @ J per mille ., 27*597 



82-79 



Net proceeds of £1000 = Fes. 55111*96 

This is equivalent to a rate of Fes. 55*112 as obtained above, 
so the banker can easily determine how many francs he 
gets by multiplying the arbitrated rate by the £1,000, i.e. 
55-112 X 1000 = Fes. 55,112. 

From this example it is clear that on a simple indirect operation 
one more brokerage must be paid than on a direct operation, the 
stamp (and commission, if any) being the same. Bearing this in 
mind, the banker can ecksily compare the arbitrated rates with the 
direct rates by simply allowing one x>cr mille extra for brokerage 
in the case of indirect rates. If he is simply comparing indirect 
rates with each other he need not consider the extra brokerage, 
as this has to be paid in all cases. 

Having made the calculations, and having decided whether a 
remittance or a return is contemplated, that rate is chosen, whether 
direct or indirect, which requires least sterling for a payment, or 
yields the most sterling when money has to be received. The follow- 
ing examples should now be quite clear : 

To Find Arbitiiatbd Bates, London and Paris. 
Example 1. 

London quotes : Paris quotes : 

Amsterdam 11-28 Amsterdam Fes. 503 per Fl. 100 

Switzerland 21-95 Switzerland „ 256 J per Fes. 100 

Berlin 273 Berlin „ 20 per Mks. 100 

Find the arbitrated rates through these centres, between London 
and Paris, and decide which is the best for (a) paying Paris, (6) re- 
ceiving from Paris. 



Chain Rule: 




Amsterdam. 


Switzerland (Berne). 


? Fes. = £1 


1 Fes. = f 1 


£1 = 11-28 


£1 = Fos. 21-95 


Fl. 100 = Fos. 503 


Fes. 100 Swiss = Fes. 266| French. 


11-28x503 


21-95 X 256-5 


100 


100 


= Fob. 56-7384 


= Fes. 56-30 




16 




Digitized by VjOC 



226 THE PRINCIPLES AND ARITHMETIC 

Berlin. 
? Fes. = £1 

£1 = Mkfi. 273 
Mks. 100 = Fes. 20 

20 X 273 



100 



Fes. 54-6 



.-. By using Amsterdam £1 = Fes. 56'74 
„ Switzerland £1 = Fes. 66-30 
„ „ Berlin £1 = Fes: 64-6 

As all three are indireet rates, it is not neeessary to take into 
account brokerage or other charges for the purpose of comparing 
them, since they are the same in each case. 

The best rate for paying Paris is the one that yields the largest 
number of francs per £1, i.e. the rate on Amsterdam, viz. Fes. 66*74 
per £1. 

The best rate for receiving payment from Paris is the one which 
enables the Parisian debtor to pay least francs for the debt in 
sterling, i.e. the Berlin rate of Fes. 64*6 per £. It is also the best 
rate from the Englishman's point of view, because he gets more 
sterling at Fes. 64*6 than he would at, say, Fes. 66*74 per £. 

So for (a) Remittances, Amsterdam 56-74 is best. 
(6) Returns, Berlin 64*6 is best. 

The actual arbitrated rates will, of course, be less than this 
when the usual allowances have been made. 

Determination of the Best Rates fob Remittances and 

Returns. 

Example 2. — London on Paris 3 mos. is 66*36. Paris on London 
3 mos. 63*06. Discount in both places 8 %. If the arbitrated rates 
through Amsterdam, Berne and Berlin are as in Example 1, decide 
which is the best method to use for making a payment to Paris, 
or for receiving money from Paris, and decide which is the best 
direct rate for remittances and returns. 

(1) Reduce direct long rates to short rates, for comparison : 

London on Paris, long, Fes. 66*36 Paris on London, long, Fes. 63*06 
3 mos, @ 8 % . . 1*107 3 mos. @ 8 % . , 1*061 

Short ..Fes. 64*243 Short ..Fes. 64-111 
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For direct remittances, use 64-243, as more francs are obtained 

per £1. This is the London rate, so English debtors remit 

direct bills to Paris. 
For direct returns, use 64*111, as less francs must be paid per £. 

This is the Paris rate, so Parisian debtors must remit, or; 

using the rule given previously : 
As England has the higher foreign rate, debtors remit in both 
cases. 

(2) Allow one extra brokerage from the arbitrated rates : 
Amsterdam. Berne. Berlin. 

66-74 66-30 64-6 

•057 -066 -066 



66*683 66-244 64-646 

The rates which have to be compared are therefore 

Direct rates : 

London on Paris, long, 56'36, equivalent to 64*243 
Paris on London^ long, 53*06, equivalent to 64*111 

Indirect Bates : 

Amsterdam, yielding per £ in London, Fes. 66*683 
Berne „ „ „ 66*244 

Berlin ',, „ „ 64*646 

Now for remittances from England, the best rate is that which 
yields most francs for each £, whether by remitting or drawing, 
whereas for returns, the best rate is that which costs least francs 
per £, whether by remitting or drawing. The reverse would be true 
if the rates were quoted in sterling. From this, having first expressed 
all rates in the same terms, we deduce the following rules to guide 
the operator : — 

For remittances. — Choose the highest foreign rate, or the lowest 
sterling rate. 

For returns. — Choose the lowest foreign rate, or the highest 
sterling rate. 

The best rate for remittances from England is therefore the 
arbitrated rate of Fes. 56*683 through Amsterdam. That is to say, 
bills on Amsterdam purchased in London at Fl. 11*28 per £, and sold 
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in Paris at Fes. 603 pw Fl. 100, will yield Fes. 244 more per £ than 
the better direct rate, London on Paris, i.e. 

Amsterdam, arbitrated rate 56*683 

Better direct rate, London . . . . . . 54*243 

Difference, gain per £ . . . . Fes. 2*44 

Gain per cent., 244 on 6,500 = about 4J %. 

The gain would in fact be slightly less than this, because an 
allowance of about | % must be made for the commission 
of the agent abroad through whom the indirect operation 
is made, unless the operation is made between branches 
of the same firm. As a matter of fact, indirect operations 
are almost always made through agents or branches of 
the same house. 

The best rate for returns to England is the Paris long rate of 
Fes. 53*06, equivalent to Fes. 54*111 per £, seeing that this is lower 
than any arbitrated rate. 

Determination of the Ditfebenoe in Aoooxtnt by using Direct 

AND AbBITRATED RaTES. 

Example 3. — With rates as in Example 2, show the amount 
credited against a debt in Paris by an outlay of £1,000 in London, 

(a) By direct remittance from London. 

(6) By direct draft from Paris. 

(c) By indirect remittance through Amsterdam, 

Reckon discount at 8 % per annum, 
(a) By direct remittance from London : 

m 

£1,000 invested . in London in buying 

Paris bills @ 55 * 36 purchases . . 
Deduct 3 mos. discount at 8 %, if bills 

are turned into cash on arrival in Paris 

Deduct Brokerage, 1 per mille 

French stamp, \ ^v mille 

Net proceeds credited to account of London 

debtor .. == Fes. 64161-636 





Fes. 


65350 
1107 




54-243 
27-121 


54243 
81- 


364 
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(6) By direct draft on London : 

£1,000 draft on London sold in Paris @ 

53-05, 3 mos. would produee . . 
Interest for 3 mos. @ 8 % 

Brokerage, 1 per mille on sale . . , . 

English stamp, | per mille 

Net proceeds credited to account of London 
debtor 

(c) By indirect remittance through Amsterdam . 
£1,000 invested in bu3ring bills on Amster- 
dam @ 11*28 will purchase 
Brokerage on purchase, 1 per mille 

Net amount of bills received . . 
Fl. 11268-72 sold in Paris @503 will pro- 
duce 
Deduct brokerage at 1 per mille . . 
Stamp at (say) | per mille . . 



Deduct a further \ % for agent's commis- 
sion (if any) 

The net amount credited to London debtor 
in Paris is therefore 



Fes. 


53050 
1061 




54111 
27 055 


54111 
81- 


166 




= Fes. 


54029-834 


Fl. 


11280 
11- 


•28 


= F1. 


11268-72 


Fes. 56681- 
56-68 
28-34 

OK. 


66 
no 



56596-64 



70-74 



Fes. 66525-90 



Amownia credited : 

By direct remittance . . . . . . Fes. 54161 -64 

draft 64029-83 

By indirect remittance through Amster- 
dam 66525-90 

Showing a gain of Fes. 2,364 through Amsterdam. 

In practice, such a gain would be very unlikely by using one 
rate in preference to another, as the operations themselves level 
up the rates between different centres. 

Note that the rates established are : 

(a) Direct rate for remittance from London . . Fes. 54-162 
(6) „ „ draft from Paris .. .. 64-029 
(c) Arbitrated or indirect rate through Amster- 
dam 66-526 
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The rates themselves could be calculated as follows : 



= Fes. 56-36 
1-107 



(a) For direct remittarices. 

3 mos. London on Paris . . 

Dedtict 3 mos. int. @ 8 % . . 

1 brokerage, 1 per mille 
1 stamp @ i per mille 



Direct rate equivalent to 

.'. Proceeds of £1,000 = Fes. 54,161-64 

(b) For direct drafts, 

3 mos. Paris on London . . 
Add 3 mos. int. @ 8 % 

Leas brokerage, 1 per mille . . 
Stamp, J per mille . . 

Direct rate equivalent to . . . . Fes. 54-02983 

.-. Proceeds of £1,000 = Fes. 54029-83. 





64 243 


•05424 




•02712 






•08136 
54 16164 


FC8. 


51-64. 




= Pes. 


53 05 




1061 




54- 111 


•06411 




•02706 






•08117 





(c) Indirect through Amsterdam, 

Arbitrated rate from calculation 
Deduct 2 brokerages @ 1 per mille 
1 stamp @ \ per mille 



Less agent's commission @\% 



= Fes. 66-7384 
•11348 
•02837 
-14186 



56 -69655 
•07075 



Fes. 56-6258 



Proceeds of £1,000 = Fes. 56525 -8. 



Determination op the Difference. 

Direct — London and Paris. Indirect — via Berlin. 

Example 4. — ^With rates as above, show the amount obtained in 
London by a pajmaent of Fes. 25,000 in Paris, 

(a) By direct remittance from P^^ris. 

(6) By direct draft from London. 

(c) By indirect return through Berlin. 
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(a) Direct remittance. 

Fc8. 25,000 invested in 3 mos. bills 

on London @ 53*05 purchase . . £471*2535 

3 mos. interest @ 8 % deducted if 

turned into cash on arrival . . . . 9*4251 



Brokerage, 1 per mille . . , . . . '4618 
Stamp, ^ per mille 



461*8284 



•6927 



Net proceeds . . £461 • 1367 

(6) Direct draft from London. 

Bill for Fes. 25,000 offered in London 

@ 55 • 35, 3 mos. obtains . . . . £451 -6712 

3 mos. interest @ 8 % 9-0334 







£460-7046 


Brokerage, 1 per mille . . 


•4607 




Stamp, 1 per mille 


. . -2303 


•691 







Net proceeds . . £460 -0136 

(c) Indirect return throiigh Berlin. 

Fes. 25,000 invested in bills on Berlin 

@ 20, produces Mks. 125,000 

Brokerage, 1 per mille . . . . . . 125 

Net amount of bills obtained . . Mks. 124,875 

Bills for Mks. 124875 sold in London @ 273 produce £467-4175. 

Brokerage, 1 per mille .. .. .. -4574 

Stamp, J „ .. •. .. -2287 

Agent's commission, J % . . . . '6718 

1-2579 

Net proceeds =£466-1696 

The amounts obtained in London in exchange for Fes. 25,000 
payable in Paris are therefore 
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(1) By direct remittance from Paris . . . . £461 2s. 9d. 

(2) By direct draft from London . . . . £460 Oa. 3d. 

(3) By indirect return through Berlin . . £466 3s. 2d. 

Indirect Remittances and Returns.— In the above examples 
remittances or returns have been considered from the point of view 
of settlement of debts, but bankers and others who have agents 
in most foreign centres send bills from one centre to their agents 
in another, for the purpose of purchasing with the proceeds bills 
on other places, which are sent to the original centre for sale. These 
operations are undertaken for the purpose of realising profits out 
of the difference in exchange rates existing in various centres at 
the same time. For example, £1,000 may be invested by a London 
banker in bills on Berlin, which are sent to an agent in Paris for sale, 
with instructions to buy with the proceeds, bills, say, on Amsterdam, 
which are then sent to the banker for sale in London. Such an 
operation involves an indirect remittance from London to Paris 
and an indirect return from Paris to London, which usually results 
in a profit, though, sometimes, when rates fluctuate suddenly for 
some unforeseen reason, the operation may result in a loss. The 
calculations are made by the Chain Rule, but great care is necessary 
to take all charges into consideration. In operations of this kind 
which are undertaken for profit, the banker deducts from the amount 
of proceeds, the interest at the London rate on his outlay for the 
operation, for the period of time it takes to complete the transaction, 
as shown in the following example. 

Example. — £1,000 is invested in London in bills on Amsterdam, 
at 11-28, 3 mos., which are sold in Paris @ 503. In return 3 
mos. bills on Berlin are sent, purchased in Paris, @ 20, and sold 
in London @ 273. Allowing the usual charges and interest at 
4 % for 30 days, the time taken by the operation, find the profit 
or loss which arises, and also the profit or loss per cent. 

£ ? = £1,000 
£1 = F1. 11-28 (London) 
Fl. 100 = Fes. 603 (Paris) 
Fes. 20 = Mks. 100 (Paris) 
Mks. 273 = £1 

= £1000 X 11-28 X 503 X 100 

100 X 20 X 273 
= £1039-165 
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Allow Charges. £1039 165 

4 brokerages @ 1 per mille (purchase in 

London and Paris, sale in Paris and 

London) 4* 1566 

2 commissions @ i % (purchase ^nd sale 

in Paris) 2-6979 

2 stamp duties @ ^ per mille (sale in 

Paris and London) 1 -0392 



7-794 



Proceeds . . 

Deduct interest on £1,000 for 30 days @ 
4 % lost during the time of operation . . 

Allowing for postage, 1 per mille 

Net proceeds from outlay . . 
Net profit = £27 or 2-7 %. 

The operation appears in full as follows : 

£1,000 invested in 3 mos. bills on 
Amsterdam @ 11*28 will purchase .. 
Brokerage @ 1 per mille 



£1031 -371 
3-333 


£1028-038 
1028 



£1027 010 



Fl. 11280 

11-28 



Net amount of bills received . . 


Fl. 11268-72 


Fl. 1 1268 • 72 sold in Paris @ 503 produces 
Less brokerage @ 1 per mille 

Stamp at (say) \ per mille . . 


Fes, 56681-66 
56-68 
28-34 


Deduct agent's commission J % . . 


56596-64 
70-74 


Net proceeds 


Fes. 56525-90 


Fes. 56525*90 invested in bills on Berlin 

@ 20, purchases . . 
Brokerage @ 1 per mille 


Mks. 282629-5 
282-63 


deduct agent's commission on purchase 

@4 % 


Mks. 282346-87 
352-93 



Amount of bills obtained 



Mka. 281993-94 
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Mks. 281993*94 sold in London @ 273 

realise £1032*944 

Brokerage @ 1 per mille . . . . . . 1 '0329 

English stamp, | per mille . . . . -5164 . 

1-6493 



£1031-3947 



Deduct interest on £1,000 for 30 days at 
the London rate of 4 %, for the time 
during which the money is out of hand 3-3333 

£1028-0614 
Allowing for postage, say, 1 per mille • . 1 -028 

£1027 0334 

Net profit is therefore about £27, as obtained by the previous 
method. 

The amount to be allowed for postage is naturally dependent 
on the nature and amount of bills sent. One bill for £10,000 costs 
little to remit by post, whereas the postage on a parcel of small 
bills totalling £10,000 may be appreciable. Usually about 1 per 
mille is allowed for postage between two countries such as France 
and England, as in the last example. 

Compound and Circuitoiu ArUtrations.— In the examples so far 
considered, remittances or returns were made through one inter- 
mediate place, but sometimes operations are undertaken by bankers 
in which two or more places intervene between the two chief centres. 
In such cases the operation is termed a Compound Arbitration^ 
the rate of exchange established is called a Compound Arbitrated 
Bate. In other words, the rate of exchange produced between two 
places by remittances or returns in any other than direct paper of 
that place, is called a compound arbitrated rate. If more than 
three places intervene between the two principal centres, or if the 
proceeds return to the original place after passing through three or 
more places, these compound operations are called Circuitous 
Arbitrations, 

As the charges increase with every intervening centre, the profits 
are naturally restricted, so that compound operations are rarely, 
and circuitous arbitrations still more rarely, undertaken. 

The calculations are made by the Chain Rule, as in previous 
examples, but great d^ttention must be paid to charges, and when 
dealing with circuitous operations, allowance must be made for 
interest on the money invested for the time of the operation. 
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If, as previously indicated, long dated bills are bought in one 
place and sold in another, no aUowanoe on the bills themselves is 
necessary, because what is deducted in one place is added in another, 
and vice versa. 

As in the Case of indirect operations, compound arbitrations 
do not necessarily involve the passing of the bills through the inter- 
vening centres. The operation is described as being throvgh a place, 
if bills on that centre are bought and sold between two or more 
places. 

Example 1. London and Paris. 

3 mos. bills on Amsterdam are bought in London at 11-40, 
and seat to Amsterdam for sale. The proceeds are used to purchase 
3 mos. bills on Italy at il. 15 per Lire 100. These are sold in 
Paris at Fes. 58 per lire 100. Find the compound arbitrated rate 
between London and Paris. 

? Fes. = £1 

£1 =F1. 11-40 
Fl. 16 = lire 100 
" lire 100 = Fos. 58 

_ 11-40 X 100 X 58 
■" 15 X 100 

= Fes. 44-08 per £1. 

Ded/iict Charges : Fes. 44 08 

4 brokerages @ 1 per mille • 17632 

3 commissions @i% • 1653 

2 stamps @ \ per mille (Dutch) (French) . . -044 

-3856 



Arbitrated rate = Fes. 43-6944 

Note that direct paper is used from London to Amsterdam, 
and indirect paper from Amsterdam to Paris. 

Example 2. Ixmdon and Paris. 

3 mos. bills on Berlin are bought in London at 270, and sent 
to Amsterdam for sale at Fl. 4-25 per Mks. 100. The proceeds 
are useM to buy 3 days' sight bills qn Berne at Fl. 51 per Fes. 100, 
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which are sold in Paris at a premium of 155. Find the compound 
arbitrated rate between London and Parifl. 

? Pes. = £1 

£1 = Mks. 270, 3 mos. 
Mks. 100 = F1. 4-25 

Fl. 61 = Fes. 100 (Swiss) 
Fes. 100 (Swiss) = Fes. 255 (French) 

270 X 4-25 X 100 X 255 
100 X 51 X 100 
= 57-376 
Deduct Charges : Fes. 67-375 

4 brokerages @ 1 per mille . . . . '2295 

3 commissions @ J % . . . . . . -2161 

2 stamps @ ^ per mille . . . . . . '0674 



•502 



Fes. 56-873 
Arbitrated rate, Fes. 56-873 per £. 

In this example two indirect rates are used for the operation. 

The foflowing example illustrates a simple circuitous operation 
by which money is received back at the original centre after passing 
through two or more centres. 

Example 3. Simple Circuitous Operation. 

£1,000 is invested in London in 3 mos. bills on Berne at Fes. 22-5, 
which are sent to Amsterdam and sold at Fl. 51 -25 per Fes. 100. 
The proceeds are sent to London in 3 mos. bills at Fl. 11-05, 
the return being received in 61 days. If interest in London is 6 %, 
find amount of profit or loss and the percentage on outlay. Reckon 
the following charges : Agent's commission J % ; brokerage in 
London 2 per mille, in Amsterdam IJ per mille; English stamp 
i per mille, Dutch stamp ^ per mille, on foreign bills. 

? £ = £1000 

£1 = Fes. 22-5 
Fes. 100 =F1. 51-25 
Fl. 1105=£1 

_£1000 X 22-5 X 61-25 
100 X 11-05 
= £1043-662 
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Leas Brokerage ; 

London 2x2 per mille 
Amsterdam 2 X li per mille 

Total 7 per mille 

Stamps : 

London \ per mille 
Amsterdam ^ per mille 

Commission : 
Amsterdam 2 X J % 



227 

£1043-562 



7*304 



•522 
•365 



5-218 



13-409 



Leas 3 mos. discount in London @ 6 % 

Interest on £1,000 for 61 days @ 6 % 
Proceeds 



£1030 143 
15-452 

£1014-691 
10- 

£1004 ^691 



Net profit = £4-691 
= £4 13s. 9d., or approx. \ %. 

The above example worked in full appears as follows : 



£1,000 invested in bills on Berne @ 22*5, buys 
Less brokerage in London, 2 per mille 



Fes. 22,500 
45 



Fes. 22.455 



Fes. 22,455 sold in Amst^dam @ 51 - 25 realise 
Less agent's commission, \% 

brokerage in Amsterdam, \\ per 

mille • • • • 
Dutch stamp @ ^^ per mille 



Fl. 11458-1269 invested in 3 mos. bills 
on London @ 11-05 obtain 
Less agent's commission, J % 
brokerage, 1 J per mille . . 

Amount received in London bills 



Fl. 11508-1875 
28-7705 



17-2622 
4-0279 



— 50-0606 

Fl. 11458-1269 

£1036-934 



2-5923 
1-5554 



4-148 



£1032-786 
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Charges in London : 

Brokerage, 2 per mille 
Stamp, ^ per mille 
3 mos. discount @ 6 % 



2066 

•516 

15-492 



Interest for 61 days @ 6 % on £1,000, 
lost during operation . . 

Net proceeds 

.-. Net profit = £4 14s. 3d. == | % approx. 



18-074 
£1014-712 

10 
£1004-712 



This is practically the same as obtained by the first method. 
The difference of 6d. is accounted for by the fact that in using the 
Chain Rule method, the charges are calculated on one sum, whereas 
by the other process the charges are made on sums which differ 
slightly by the amounts of the charges themselves. 

Example 4. Simple Circuit. 

Fes. 50,000 are invested by a Paris broker in 3 mos. bills 
on London @ 56-95, which are sent to Amsterdam for sale 
@ n. 11-15. The proceeds are invested in 2 mos. bills on Paris 
@ 503, which are cashed on arrival. If the rate of interest in Paris 
is 6 % and the time of the operation 20 days, what is the net profit 
or loss, allowing the usual charges ? 

By Chain Rule : 

? Pes. = Pes. 50,000 
Fes. 66-95 = £1 

£1 = FI. 1115 
Fl. 100 = Fes. 503 
_ 50000 X 11-15 X 503 
66-95 X 100 
= Fes. 49240-12 
Deduct Charges : 

4 brokerages @ 1 per mille 
(Paris 2, Amsterdam 2) 
2 commissions @ i % • . 

(Amsterdam) 
2 stamps @ \ per mille 
(Dutch, EngUsh) 



FC8. 


49240 12 


.. 196-96 




.. 123-10 




.. 49-24 






369-30 

48870-82 
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Le88 2 mo8. discount @ 6 % . . . . 488 * 70 

Interest for 20 days on Fes. 60,000 . . 164 * 38 

65308 

Fes. 48217-74. 
Loss on the operation, Fes. 1782 * 26. 

This example worked in full appears as follows : 

Fes. 60,000 buy bills on London @ 66-95, 

3 mos. amounting to . . . . £877 '963 

Less brokerage @ 1 per mille . . . . *878 

£877-085 
£877*085 on London, sell in Amsterdam @ 

Fl. 11 -15 for Fl. 9779-4975 

Less agent's commission @i % • • • . 12*2244 
brokerage , 1 per mille . . . . 9-7795 
stamp, J per mille 4-8897 



Fl. 9752-604 buy 2 mos. bills on Paris 

@ 503 for 

Less brokerage @ 1 per mille 
commission @ i % . . 



These bills are cashed in Paris for 
Less 2 mos. discount @ 6 % 
brokerage @ 1 per mille 
French stamp @ | per mille 





«W 0«7tJU 


Fl 


1.9762-6039 


1 

FC8. 


49055-60 


49 06 




, 61-32 






110-38 
48945-22 


FC8. 


FC8. 


48945-22 


489-452 




. 48-945 




. 24-472 






562-87 



48382-35 

Interest*on Fes. 60,000 for 20 days @ 6 % 164-38 

Net proceeds .. .. Fes. 48217-97 

Net loss on operation, Fes. 1782-03. 

The result is practically the same as obtained by the Chain 
Rule. Allowing for postages and any other expenses which may 
arise, the net loss is somewhat over 1,800 francs, purposely 
exaggerated, but in practice such an ppeff^tipn would not be under* 
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taken unless a profit was in sight, and such a heavy loss would 
rarely arise except on an extremely sudden drop in rates due to an 
emergency such as the outbreak of war. 

The number of examples of these operations which could be 
given is unlimited, but European exchanges are at present so dis- 
organised that involved arbitrations are extremely rare, and the 
general depreciation in the currencies serves to complicate matters. 
As an instance, the rates on Petrograd are not quoted in the present- 
day exchange tables, so the following example is given with rates 
as in pre-war days. 

Example 5. Compound ArbitrcUion — London and Berlin, 

Find the arbitrated rate between London and Berlin if bills 
on Russia were bought in London at 24 pence per rouble, sold in 
Paris @ 255, and the proceeds invested in bills on Amsterdam @ 
205, which were sent to Berlin and sold @ 165. 

? Marks = £1 

£1 = 240 pence 
Pence 24 = Rbl. 1 
Rbls. 100 = Fes. 255 
Fes. 205 = Fl. 100 
Fl. 100 = Mk8. 165 

2 40 X 255 X 100 X 165 
"" 24 X 100 X 205 X 100 
= Mks. 20*52 
Charges. Mks. 20-52 

4 brokerages @ 1 per mille . . '0821 

2 stamps @ | per mille . . . . -0205 

3 commissions @ J % . . . . '0769 



1795 



Arbitrated rate . . . . Mks. 20 * 3405 per £ 

Cirenitous Arbitration. 

As previously stated, circuitous arbitrations are operations 
in which more than three places are concerned, or in which the 
proceeds of the bills return to the original centre after passing 
through two or more places. Great care is required to see that all 
charges are allowed for in calculating the net proceeds, and that 
due allowance for interest is made where necessary. Complicated 
operations of this kind are made only through branches, of the 
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same firm or through agents, but in practice they are of rare occur- 
rence, as the liability to unfavourable movements in rates is much 
increased, and only a few firms are favourably situated enough 
to undertake such extensive transactions. If they are conducted 
through agents, commission must be taken into account on each 
purchase or sale, as in. the following example. 

Example 6. Circuitovs ArbitrcUion. 

What profit is made by a London banker from the following 
operation : 

£1,000 invested in London in short bills on Berlin @ Mks. 270, 
sold in Amsterdam @ Fl. 4*6 per Mks. 100. The proceeds are used 
to buy three days' sight bills on Genoa at Fl. 12 per Lire 100, which 
are sent to Paris and sold @ 43 % discount. The proceeds are sent 
to London in 3 mos. bills on Madrid @ Fes. 225 per 100 pesetas, 
which are sold in London @ 24*30. Time taken 1 month, interest 
in London 6 %. 

? £ = £1,000 
£1 = Mks. 270 (short) 
Mks. 100 = F1. 4-5 

Fl. 12 = Lire 100 (short) 
Lire 100 = Fes. 57 
Fes. 225 = 100 pesetas (3 mos.) 
Pesetas 24-30 = £1 

_ £1000 X 270 X 4-5 X 100 X 57 X 100 
100 X 12 X 100 X 225 X 24-30 
= £1055-555 



Charges, 



£1055-665 



6 brokerages @ 1 per mille 
4 commissions @ J % . . 
3 stamps @ J per mille (Dutch, French, 
English) 



Interest on £1,000 for 1 month @ 6 % 

Allow postage, 1 per mille 

Net profit = £36 6s. 6d. 
17 



6-333 

5-278 

1-583 



13-194 

£1042-361 
6 

£1037-361 
1-037 

£1036-324 
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The full working of this arbitration appears as follows : 

£1,000 invested in London in Berlin bills @ 270 obtains Mks. 270000 
Less brokerage @ 1 per mille 



Mks. 269730 sell in Amsterdam @ 4*5 for 
Le88 commission @\% 

brokerage 1 per mille . . 
Dutch stamp @ \ per mille 



Fl. 12104-47 bnj'^ bills on Genoa @ 12 for 
Less commission @ i % 

brokerage @ 1 per mille 



lire 100643 • 62 sell in Paris @ 43 % discount for 
Leas commission @ J % 

brokerage @ 1 per mille 
stamp @ \ per mille . . 



Fes. 57209-1 buy bills on Madrid @ 225 for 
Less commission @ J % 

brokerage @ 1 per mille 



Pes. 25369-06 sell in London @ 24-30 for 
Less brokerage @ 1 per mille 
stamp @ i per mille . . 



Less interest on £1,000 for 1 month 
postage @ 1 per mille . . 



270 
Mks. 269730 
Fl. 12137-85 



15 172 

12 138 

6 069 



33-38 



Fl. 12104-47 

lire 100870-58 
126-088 
100-871 
226-96 



Lire 100643 -62 

Fes. 57366-86 
71-71 
57-37 

28-68 

157-76 



Fes. 57209-10 

Pes. 25426-27 
31-783 
25-426 
57-21 



Pes. 25369-06 
£1043-994 



1-044 
-522 



5- 
1-042 



1-566 



£1042-428 



6-042 
£1036-386 



Net profit = £36 7s. 9d. 

A slight difference of Is. 3d. is obtained by this working for 
the reasons previously given. The second method is, of course, the 
more correct. 
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CHAPTER XX 

mSCELLANEOnS PBOBLEMS ON THE EXCHANGES 

The following worked examples are based upon the explanations 
and examples in the foregoing pages, and have been chosen at random 
from various examination papers, etc., id order to assist the student 
to cope with similar problems. 

Example 1. Hong Kong. 

Find cost of 1,000 dollars @ 5s. IJd. per dollar. 

1,000 at 5s. = £250 
1| = ^of 5s. = 6 5s, 

Cost .. £256 5s. 

Example 2. China. 

Find equivalent in tael of £217 10s. 6d. @ 2s. 6|d. per taeL 

£217 103. 6d. = 217-525 

2s. 6|d. = 128125 

^ ^ , 217-525 
N^- ^^ '""'^ = 028125 
12^81^2^5) 217525( 1697-75 

89400 



12525 



994 
97 
7 Answer 1697-75 tael. 



Direct and indirect remittances or drafts between this country 
and silver countries are calculated by the method previously 
explained, with the usual allowances for charges. 
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Example 3. Standard silver in London is worth 3s. 6d. per oz. 
troy. If a rupee contains f oz. of silver, ^ths fine, find the Par of 
Exchange between a sovereign and a rupee. 

I oz. of standard silver contains ^q oz. of fine silver. 
1 rupee contains j X 12 ^^- ^' ^® silver. 

— 82 »» w 

Value of I5 oz. of fine silver = 38. 6d. 

11 -- 7 u 10 

f> 32 >> »» — ^ 2 -^ 32 '^ 37*** 

— 296 **• 

.'. Value of silver in I rupee =296 ^• 
.-. £1 =20 X 1^5 rupees. 
= 15-376 rupees. 
A sovereign should therefore purchase Rs. 15-376 in London 
at the current price. 

The Indian Exchange.— Remittances to India are usually made 
through the Government of India. The Indian Council in London 
have to draw from India large sums on account of Imperial taxaticHi 
and disbursements in England, and to do this drafts are sold for 
cash in London, which are drawn against the Indian Treasuries 
in Calcutta and Bombay. The effect is that the Indian Government 
obtains gold in London from English debtors to India, and in return 
pays out silver to Indian creditors on accoimt of the English debtors. 
In this way transmission of silver in the form of rupees is avoided, 
with its resulting bad effects on the Indian currency circulation, 
and the value of the rupee is stabilised more than would otherwise 
be the case, as the Indian Council only sells its remittances at suit- 
able times. There are two forms of these remittances : 

Council Bills are bills on demand, drawn by the Secretary of 
State for India on the Government Treasuries. 

Telegraphic Transfers, by which the Secretary of State tele- 
graphs to the Government Treasury to pay certain banks 
or firms so many rupees. 

The price at which these bills and transfers are sold depends on 
fche market value of silver, which is constantly fluctuating, in spite 
of the endeavour of the Government to stabilise the rate by selling 
these remittances only at opportune moments. The exchange is 
quoted to the nearest 32nd of a penny. 
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Exumjpk 4. Find cost of T.T. to India for Rs. 1,000 at 2s. 3}d, 
per rupee. 

Cost of 1,000 @ 2s. == £100 

„ • 1,000 @ 3d. = 12 10 
„ 1,000 @ id. == 1 10 

Cost of remittance £113 10 10 

Example 5. A Bombay merchant owes Paris Fes. 10,000, and 
a bill on Paris can be obtained @ 2-5 as. per franc. If exchange 
on London is 2s. 6d., and London quotes Paris at Fes. 50*5, which 
is the best way of payment, direct or via London ? Neglect charges. 

Payment direct costs 25,000 as. = Bs. 1562-6. 

Indirect. 

? Rupees ^ 10,000 francs 
50-5 = 20s. 
2-5 = 1 rupee =Rs. 1584-15 

Payment direct is therefore cheaper by Rs. 21 -§5.. 

Example 6, If Rs. 8'S = £1, and a Shanghai tael is worth 
8s. 3d., how many rupees must be, sent from Calcutta r to Shanghai 
to pay a debt of 1,000 ta»els ? 

? Rupees = 1,000 taels 
1 tael = £-4125 
£l = Rs. 8-5 

= 8-5 X 412-5 = Rs. 3506-!25 

Depreciated Currencies. — ^Currencies of other nations are often 
quoted at so much per cent, premium or discount, particularly in 
cases where the currency is depreciated and much paper money 
is in circulation, as in the case of South American countries (see 
Chapter XI), i .. , 

» Example 7. English money being at a discount of 35 % in 
Buenos Aires, what is the approiimate rate of exchange if the 
par value is 47-58 pence ? What is the cost of a bill on London 
for £1,000 1 

Par = 47-58 pence per dollar. 
.•. At 35 % premium^ 1 dollar = 47-58 X i§^ pence 
= 64-2330 pence. 

■ ■ 1000 X 240 

.*. £1,000 on London costs dollars 

Cpst of remittance = ?7$6-4 dollar^. 
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The Australian Exchange. — In Australia, New Zealand and 
certain other British Colonies, the monetary units are the same as 
in Great Britain. The Mint Par of Exchange^ is therefore £1 = £1, 
or £100 = £100, and the exchange is quoted in premium or discount 
per cent, on £100 in both countries. 

For example, if £105 in Australia is equivalent to £100 in London, 
the London exchange rate in Australia is at a premium of 5 %, 
whereas, if £97 in London obtains £100 in Australia, the Australian 
exchange is at a discount of 3 %, and bills are sold accordingly. 

Example 8. A broker in London bought a cheque on Melbourne 
at 2 J %. discount, and sold it at IJ % premium. Find the gain 
per cent, on the outlay. If the amount of the bUl was £1,000, 
what is the actual gain if the broker borrows money from a bank 
at 4 % and one month elapsed between the purchase and sale ? 

£100 bill on Australia costs £97| 

sells @ £101J 

.-. Gain on £97 J (outlay) = 3t 

£100 -- ^^ X ^^^^ 

— ^11 0/ 

— ^13 /O- 

The £1,000 bill costs £975 

sells for £1012-5 
.". Actual gain = £37*5 

Deduct interest on £975 for 

1 month @ 4 % . . 3-25 

Net gain .. .. £34-25 



Example 9. An Indian bill for B. 540 12 as. was negotiated in 
London for £51 10s. Od. If the par of exchange is 10 rupees == £1 
how much per cent, is the rate of exchange below par % 

540^2i.upees = £51-5 

10300 - .„. 

.•. 10 rupees =» --shillings 

540i 

s= 19 shillings. ' 

.% Percentage below par = A = 5 %. 

Example 10. A Liverpool merchant negotiates with an agent 
in Florence over a debt of Fl. 7336 96 cents, but before concluding 
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an arrangement, the exchange drops from Lire 27 12 cents to 
Lire 27 5 cents. What is his loss in sterling through the delay ! 

£7335-96 7335-96 



Loss in sterling = 



= 7336-96 X 



= 7335-96 X 



27-05 27-12 

-07 



27-05 X 27-12 
-07 







£ s. d. 


• , 




2 4 8 


: s. 


d. 




6 


8 




2 


6 




1 





1 10 2 



733-596 
Loss = -7 = 148. Od. 

Example 11. A banker in Shanghai sells T.T. on London at 
2s. 4d., knd covers his sales by purchasing 4 mos. bills at 2s. 4fd. 
If London discount rate is 4 %, what is his net profit per cent, 
on the transaction ? Assuming that a month elapses between the 
time of drawing the T.T. and arrival of the bills in London what 
rate per cent, per annum is earned ? 

Now |d. on 2s. 4d. = £2 4s. 8d. per cent., 
.'. Gross profit per cent. = 

£ 
Less 4 mos. discount @ 4 % . .^ • . 1 
Brokerage @\ . . 
Stamp I per mille . . 

Net profit per cent. . . . . . . 14 6 

This profit is made in a transaction covering one month, 

.•. Rate per annum = 14s. 6d. X 12 

= £8 148. per cent. 

Example 12. On February 6, 1920, you receive an order 
to remit bills drawn on Paris @ 48*50, Brussels @ 48*40, or 
Amsterdam @ 9- 10, or the nearest rate. On going into the market 
the quotations are, Paris 48*25, Brussels 48*16, Amsterdam 8*72; 
which rate would you choose and why ? (Inst of Bankers, 1920). 

All rates are worse for buying, as they have all fallen ; 

Paris. Brussels. Amsterdam. 

^±' = .994845 ^^ = .994834 ^^ = -958 

48*50 48*40 9*10 

The Paris rate is therefore slightly nearer the limit than the 
Brussels rate, so bills on Paris should be purchased. 



Digitized by 



Google 



248 THE PRINCIPLES AND ARITHMETIC 

Example 13. The French short rate on London for commercial 
paper is 48 • 75. Give the long exchange (stamp duty i %o — ^Bank 
of England rate 6 %). The short exchange-^London on Lisbon 
for Bank bills is 17Jd. Give the three months' rate (Portuguese 
Bank Rate 5^ % — market rate of discount 5J %) (Inst, of 
Bankers, 1920). 

French short rate = . . . . . . . . 48* 76 

Add 3 mos. interest @ 6 % -73125 

Stamp duty @ | per mille -024375 



49-605625 



Long rate on Paris 49 -51 J (approx.). 

Lisbon short rate (Bank paper) . . . . 17-25 

Less 3 mos. interest @ 5J % (market rate) -2264 
Stamp duty @ i per mille . . . . - 0086 

. > .235 



17-015 

Lisbon long rate = 17^ pence (approx.). 

(Note: Give answers to nearest "step" in the exchange.) 

Example 14. (a) Oh 31st January last, exchange quotations being 

Copenhagen .. .. 22-03 — 22-07 

Berlin .. .. .. 290 — 297, 

at what rates would you have issued drafts so as to allow your 
bank a gross profit of J % on both places. Rates to be quoted 
to the nearest manageable fraction, e.g. Copenhagen — ^nearest 
I 6re ; Berlin — ^nearest 10 pfennigs (Inst, of Bankers, 1920). 

The first rate — ^i.e. the selling price — must be used in both cases 
Copenhagen . . . . . . . . 22-03 

Less J %.. ... -0275 



22-0025 



Bate to be charged = .. .. 22-OOi kr. per £ 

Berlin 290 

'Lessi% -3625 



289-6875 
Rates %Q \^ charged = 280-6 marks per £ 
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(6) For what amount would you have issued a draft on Berlin 
against payment of £769 8s. 2d. — rate as above ? 

(1) Payment £769-408 

Rate .. .. .. .. 6-982 



153881-6 

61552-6 

6924-6 

461-6 



222820-4 
Amount of draft = 222820 marks. 

Example 15. What td gud rate would you apply to a 2 mos. 
sight bill on Paris for £1,000, taking the sight rate at 40, interest 
at 6 %, and your profit at ^^ % ? The French bill stamp is 2 %o 
(Hh %). 

Sight rate = 40 

Add 2 mos. interest @ 6 % . . . . -40 

Stamp @|% -08 

Profit @ i|% -075 



Td qud rate .. .. Fes. 40-555 per £ 
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APPENDIX A 

The Examination Papers in Foreign Exchange set by the Institute of Bankers 
(April, 1921) are reproduced here to enable the student to familiarise himself 
with the sort of paper he will have to work. The solutions appended to the 
questions may be useful as a guide to his treatment of similar questions in 
the examination room and elsewhere. 

SOLUTIONS TO THE QUESTIONS ON FOREIGN EXCHANGE SET 
BT THE mSTTTUTE OF BANEURS, APBIL, 1921 

PART I 

Six questions only to be attempted. The six selected must include Questions Two 

and' Six. , 

\Two hours aUowed.'] 

1. Indicate the currencies in the under-mentioned countries, and show the method 
of quoting the rates of exchange in London, as is done opposite France : — 

Country. Method of Quoting. 

France . . . Francs and centimes per £1. 

Belgiun^ . . Francs and centimes per £1. 

Italy . . . Lire and centeaimi per £1. 

Germany . . Marks and pfennige per £1. 

Austria . . . Kronen and heller per £1. 

Czechoslovakia . Kronen and heller per £1. 

Poland . . Marks and pfennige per £1. 

Rumania . . Lei and bani per £1. 

Finland, . . Markka and penni per £1. 

Spain . . Pesetas and centimes per £1. 

Portugal . Pence per I escudo. 

Greece . . . Drachmae and leptae per £1. 

Stvitzerland . . Francs and centimes per £1. 

Holland . . Florins and cents per £l< 

Sweden . . . Kroner and 6re i)er £1. 

Egypt . . Piastres per £1. 

India . . Shillings and pence per 1 rupee. 

Japan . . Shillings and pence jier 1 yen. 

China . . . . Shillings and pence per 1 tael. 

do. per dollar (Shanghai and Hong Kong). 

U.S.A. . . . Dollars and cents per £1. 

Brazil . . . Pence per 1 mikeis. 

Argentina . . Pence per 1 peso or dollar (gold). 

Chile . . . Pence per 1 peso. 

2. Goods exported to the United States are invoiced at £550 I5s. lid., the ad 
valorem duty upon which is 30 per cent. Find value of goods in United States 
currency, making your calculation at the par rate of exchange. 

The U.S.A. importer will have to pay customs duty of 30 per cent, on the 
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invoice value of goods. Therefore the total cost to him will be the invoice 
value plus 30 per cent., i.e. : — 

£560 15s. lid. = £550-798 

Plus 30 per cent. = 165*2388 



Total cost = £716*0348 or £716-035 approx. 



The par rate of exchange is £1 » $4 * 8666 . . . 
*. Value in dollars of £716035 is $716035 X 4-86666 

716-036 
6666-84 

2864-14 

572-82 

42-96 

4-30 

-43 

•04 



$3484 • 69 = Answer. 

^ 3. A Sola cheque is issued in dollars by a London banker on a New York bank. 
The cheque is lost. Can a duplioaU be issued f If not, when the customer asks 
to be re-credited, on what basis can this be done f Give reasons for your replies. 

The cheque in question is a negotiable instrument, and the drawing banker 
will be liable thereon to any one into whose hands the cheque may come bona- 
fide and for value. But by virtue of our Bills of Exchange Act, the drawer 
of a lost bill may be compelled to issue a duplicate, on receipt of a satisfactory 
indemnity from the party who has lost it. The London banker would therefore, 
before issuing a duplicate, obtain a satisfactory indemnity, and as a matter of 
precaution would advise hid New York correspondents of the circumstances, 
requesting the latter not to honour the original draft, if preeerited, without 
reference to him. 

Should the customer wi^ to be re -credited, the banker would first obtain 
an undertaking to indemnify him against any loss he might incur, in case he 
had to pay the lost draft to a bona-fide holder for value. In this ceise the 
banker has sold his customer dollars in New York, and if the latter does not 
make use of them, the banker would reconvert the doUars at his buying rate 
of the day. Even if the exchange had remained unaltered there would be a 
loss to customer in conversion, as the buying rate is less than the selling rate. 
Say the draft was for $1,000, and the rate 4- 12-4- 13 ; the selling rate is 4* 12, 
and the bujdng rate 4*13. $1,000 converted at 4*13 produces less sterling 
than at 4-12. 

4. Explain briefly why there is a difference between New York Telegraphic 
Transfer Rate and Cheque Rate, and what ^is difference represents. 

The exchange between London and New York is quoted in dollars per £, 
and the rate for Telegraphic Transfers is lower than that for cheques ; in other 
words, the Telegraphic Transfer rate is the dearer form of remittance, although 
the difference is a very small one, e.g., the rates on a certain day may be, T.T. 
$3-94|, Cheque, $3-96. 
• The differehJce is accounted for as follows ^ — - 

(a) By Telegraphic Transfer remittances arrive in 24 hours ; cheques are 
sent by mail and take about 7 days. Allowance must therefore be 
piade in tjje latter case fpr lost interest. , 
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(6) Telegraphic Transfers are made immediately by cable ; there is no risk 
of loss or delay, and settlement is certain. Cheques may be lost 
' or delayed, and their security dex>cnds upon the financial standing 
of the parties. 

(c) In the price for Telegraphic Transfers the cost of the cable is sometimes 
included. 

5. What is a Luc of Rupees ? 
(a) Explain Rs. 76,12,55,000. 

(6) State the reasons for the continued deprexsiation of the rupee. 

(a) A Lac of Rupees is equivalent to 100,000 rupees, and is written Rs. 1,00,000. 

Hius Rs. 1,265,000 is written Rs. 12,55,000 and reads 12 lacs, 55,000 rupees. 

100 lacs equal 1 crore, which is written Rs.. 1,00,00,000. 

Rs. 76,12,55,000 is therefore read a&— 

76 crores, 12 lacs, 55,000 rupees. 

(6) During the Great War silver rose enormously in price, until in February, 
1920, it reached the unprecedented price of 89 pence per ounce. The rupee 
also appreciated until it was valued at 2s. 8d. — double the pre-war basis. The 
rise was chiejBy attributable to the enormous demand for silver for currency 
purposes to take the place of gold, but the Indian exchange was also affected by 
the balance of trade, which during the War was largely in favour of that country. 

In an attempt to remedy matters the Government fixed the value of the 
rupee at 2s., i.e. at the rate of 10 per sovereign, but great difficulties arose. 
Silver gradually fell in value duiing 1920, and the rupee exchange followed 
the downward trend of the market, until in 1921 it reached the low figure of 
Is. 3d. The relapse was due to two causes : — 

(i) India had been deprived of gold owing to the war, and had v'eceived 
a surfeit of rupees. When the Government removed the restrictions 
on the import of gold, the Indians were keenly desirous to convert 
their surplus rupees into gold. This they did until the Government 
ceased to sell gold, and then the full demand went abroad. Tliis 
increased the volume of imports and consequently weakened the 
rupee exchange. 

(ii) Indians changed trade conditions. The balance of trade turned against 
India. European markets were glutted with Indian goods ; those 
nations who still required goods were unable to pay for them ; and 
the heavy orders placed by India in Europe for machinery and 
manufactured goods were beginning to move forward and had to be 
paid for. These and political causes resulted in stagnation of the 
internal trade and the falling off of exports, with a corresponding 
depressing effect on the exchange. 

6. Explain : — 

(a) Mint Par of Exchange. 

(6) " Exchange as per indorsement,''* When is this used and why f 

(a) The Mint Par of Exchange between any two nations is the exact equi- 
valent of the currency unit of one country expressed in terms of the currency 
of another, based on the value of pure metal contained in the standard coins 
as fixed by the Mint Regulations of the respective countries. 

The Mint Par expresses a relationship between two currencies, both of which 
are based on the same metal as the standard of value. It can therefore only 
be established between two gold standard or two silver standard countries. 
For example, a sovei-eign contains as much pure gold as 25*2215 francs, and 
the Mint Par between France and England is £1 = 25 '22 15 francs. 
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The Mint Par acts as a basis for the rates of exchange, which in normal 
times fluctuate on either side of the par, within fairly defined limits. 

(b) A remarkable usage and one quite peculiar to this country has long 
prevailed among British traders of drawing bills on their foreign debtors in 
pounds sterling instead of the currency in which the bill will be paid. The 
phrase " Exchange as per indorsement " is inserted in the body of the bill 
and forms part of it, and the draft is then payable by the foreign drawee at 
a rate of exchange indorsed in London, usually by a London banker, who is, 
as it were, constituted umpire and fixes the rate impartially. The English 
trader is enabled to encash the exact amount of his invoice, by selling the 
bill in the London bill market for the amoimt specified on its face. He is saved 
the trouble of quoting prices in foreign currencies, and avoids risk of loss in 
exchange, thus shifting the speculative part of the bargain on to the foreign 
buyer of his goods. 

The indorsement is in the form : — 

*^ Pay X,Y. or order at the rate oj eocchange of for £1 aterling.^* 

When the bill is sold, the rate is specified in the indorsement, the amount 
of the bill in foreign currency is written above the sterling amount, and it is 
thereafter treated as though originally drawn in foreign money. The drawee 
should be advised of the rate so that he can verify the exchange and know the 
sum he will be called upon to pay. 

The phrase should only be used when the bill is to be sold, and is not used 
on bills sent for collection at maturity. It is often used on colonial bills which 
are drawn and paid in sterling, in which c£U9es the London banker's charges 
for negotiating the bill are added to the face amount. Tlie phrase usually 
binds the drawee, and as often as not he benefits from the fiuctuations in 
exchange rates. If this or some similar phrsuse were not inserted, the holder 
of the bill At maturity could only claim payment at the rate for sight drafts 
on London, buyers would not know how much they would receive until the 
bills matured, and thus such bills would not be very saleable. 

7. The dollar-sterling exchange is often described as " New York-Europe '* 
exchange. Why is this ? If the franc depreciates in London, what effect has 
this on the value of the pound in New York ? 

The dollar-sterling exchange is often described as the " New York-Europe '* 
exchange, because European exchange business with New York is largely 
transacted through London. This position has been greatly accentuated as 
a result 'of the Great War, which has caused our Allies to rely upon us for 
financial support. Loans floated by France in America were negotiated through 
London ; , enormous supplies of munitions, raw materials and foodstuffs were 
purchased through London, and nowadays Europe's requirements from U.S.A. 
are settled through this coimtry. Every demand for dollars wherewith to 
pay' the States, whether it comes from France, Italy or any other European 
country, falls eventually on London, and serves to send the dollar-sterling 
exchange against this country. Americans also prefer to look to London for 
settlement because of the disorganised state of the other nations and the depre- 
ciation of their currencies and exchanges. 

If the franc depreciates in London, it lessens the ability of France to pay 
us, and therefore to pay U.S.A., to whom she owes enormous sums. This 
reacts on the dollar-sterling exchange, and sends down the value of the pound 
in New York. France nowadays imports huge quantities of goods from U.S.A., 
and the depreciation of the franc often indicates that France is demanding 
dollars in London to make payments to the States, with the usual effect on 
the sterling exchange. 
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8. ExpkUn the terms ^* favourable ** and "unfavourable" in connection tvith 
the foreign exchanges, and also the saying " high rates are for us, and low rates 
against us,** 

The terms " favourable " and ** unfavourable " in connection with the 
foreign exchanges have two applications : — 

(a) From the nation's point of view. 

(b) From the standpoint of the individual dealer in bills of exchange. 

(a) From this oountsy's point of view a rate of exchange is favourable when 
our £ purchases more of the foreign currency than the Mint Par value, or when 
less of our currency has to be given for a foreign unit than the Mint Par value, 
e.g. the Mint Par with France is 25*2215 francs per £, and all rates above this 
are favourable to this coimtry. The Mint Par with Portugal is 53J pence per 
escudo, and all rates below this are favourable to this country. 

In normal times a favourable rate to this country is one which is tending 
towards the incoming gold point, and an unfavourable rate occurs when gold 
is likely to be exported because the outgoing specie point is being approached 
or passed. The flow of gold is of great importance, as all countries endeavour 
to maintain strong reserves of the metal as a basis for currency and credit. 
Restricted reserves cause credit contraction, dear money and high rates of 
interest, with a depressing effect on trade and commerce generally. 

Favourable exchanges also indicate that other countries owe us more than 
we have to pay, and that we are receiving mox^y on balance. In other words, 
our exports more than pay for our imports, and our trade is in a healthy 
condition. 

The reverse is true when rates are unfavourable. The trade balance is 
against us, we owe more than we have to receive, and we are likely to have to 
send bullion in settlement. 

(6) As regards the individual, a rate is favourable or unfavourable according 
to whether he is buying or selling bills. An English importer of goods from 
France must buy francs for payment, and the higher the rate the less sterling 
he heus to pay. An English exporter has francs to sell, but with a high rate 
he realises less sterling than with a low one. 

The sentence " high rates are for us, low rates against us " is true only for 
rates quoted in foreign money per £. Then the higher the rate, the higher 
the value of the pound in foreign imits, and vice versa. Also high rates rise 
from the Mint Par, and are therefore favourable to this country. 

9. Explain the reasons why Great Britain draws few Foreign BiUs, but accepts 
many. 

When two countries trade together, only one need draw bills, and although 
both countries do draw, the bills drawn by other countries on Britain greatly 
outnumber those drawn by us. Most of our foreign trade, and a large part 
of the trade of other nations, is settled for by bills drawn on London, and 
accepted there by the great banks and fincmcial houses in the City. London 
bills are in demand everywhere, and form an international currency, as they 
are sure in value and in normal times mean gold. 

The foreign exporter of goods to this country prefers to draw a bill on 
I.ondon and sell it, because he is sure of a sale, obtains a speedy turnover of 
capital, and often makes an extra profit on the exchange. The foreign importer 
prefers to buy a bill on London and send it on, rather than wait for us to draw, 
because the price he pajrs depends on his own success at bargaining, whereas 
'in the case of a bill drawn here the price is fixed by a London banker who has 
no interest in the matter. 
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Our merchants prefer to leave the drawing and buying of bills to the foreigners, 
as it saves them trouble and they have no need to wlitoh l^e exchanges. They 
sell and quote in £ s. d., and expect to be paid in sterling bills. 

As a result of the prominent position of London as the settlyig place of the 
world's trade, bills are drawn on London for settlements between two foreign 
nations, e.g. China may pay Germany for goods, by arranging with a London 
accepting house to accept bills drawn by the German exporters. U.S.A. obtains 
payment from France by drawing bills on London, which are accepted and 
paid by London financial houses, who receive a ooinmission for their services. 
Funds to meet these bills are remitted to London in the form of sterling bills 
purchased in other countries, so that there is a world-wide demand for these 
bilLs, and they are freely drawn by other nations. 



PART II 

Not more than eight qtiestions to he aitempted. Questions One and Six to he 
attempt^ by all candidates. 

[Time {Mowed : Tivo hours.} 

1. You hold in New York for a client U.S. $1,200. He asks you to remit 
these to London by sterling demand draft and there to buy German marks for his 
account. Convert the dollars into sterling and the sterling into marks (rates 3 * 89 J 
and 235). 

Amount of sterling purchased with 

|9AA 

$1200 @ 3-8925 = ^^z = £308-285 

O * 0«7^0 

Amount of marks = 308 285 X 235 = 72446*975 marks. Answer, 

2. You are asked to remit 5,000 francs from London to Paris at exchange of 
53-90. Show the sterling cost of the French cheque, allowing jy o/ 1 % for your 
commission and J %© /<w stamp. 

Rate of exchange = 53.90 

T^ , . , 10 . 8 -, ,, „, -06064 

Deduct charges - + - o/^^ ^ i j o/^^ ^ _____ ^ ^^^^^^ 

154490 
468120 
374080 
Answer £92 17s. 5d. 510460 

3. Define the terms, Par of Exchange and Gold or Specie Points. If the Par 
of Exchange between England and France is 25*2215 and the present rate of 
exchange 53 francs 90 centimes for £1, at what premium is the pound sterling 
in France f 

Pab of Exchanob. — The basis upon which the metallic money of one 
country can be converted into that of another coimtry is known as the Mint 
Par of Exchange, and may be described as the rate at which the standard coin 
of one country is convertible into that of another according to the terms of 
their respective Mint laws, and in so far as the legal currency unit of the respective 
countries is of the same metal. 

In addition to the Mint Par of Exchange there is what is called the 
Hypothetical Par, which expresses what is afisimied to exist when the 
monetary claims between two countries trading together offset each other, 



Digitized by 



Google 



OF FOREIGN EXCHANGE 267 

leaving no balance of indebtedness on either side. At such a moment, the 
exchange must, it is supposed* be at par. As a matter of fact, however, 
eommercial transactions between two countries trading together are too 
complicated to enable any one to state Accurately at what precise moment 
the demand for bills exactly equals the supply. 

Gold om Spscib Points. — ^A Gold or Specie Point is the rate of exchange 
produced by buying gold in one country and selling it in another. In practioe 
it is regarded as that rate of exchange beyond which it is cheaper to settle 
debts by transmission of gold than by purchase and remittance of bills, etc., 
in the ordinary way. The rate produced by buying gold in the foreign country 
and selling it in the home country is the import specie point, and the reverse 
of this operation the export point. The calculation of the import point is 
made by deducting the transmission charges from the Mint par, and of the 
export point by adding them. 

If Par of Exchange is Fes. 25*2215, the premium thereon in France is 

53*90 less 25*2215 



say Fes. 


28-6785 


pM^TYtiiim *V 


28-6785 X 100 


X^xVXlllUUX /q- 


25-2215 )2867-85 (113-706 




934850 




1782050 




165450 


Answer 113-7% 





4. 1/ in substitution of our debt to the United States of America that country 
agreed to take in payment an equivalent portion of the German indemnity to 
England, what vxmld be the effect on the foreign exchanges from our point of view f 

If the U.S.A. agreed to take German Indemnity Bonds in liquidation of 
our debt, the extra goods we should otherwise have had to ship to the U.S. A. 
or elsewhere on their accoimt would then be supplied by Germany, who would 
thus be doing the exporting for us. The foreign exchanges would move in 
our favoiur in the s^-me way eus if we had done the exporting ourselves. Our 
indebtedness would be extinguished and the balance of trade restored to what 
it would have been if the debt to the U.S.A. hsbd not been incurred. 

6. An importer in London is desirous of procuring silk goods from Jdpan^ 
He Cannes to your bank and asks you to help him to facilitate the financing of the 
Mpment. What unnUd you advise him to do f 

FiNANCiNa Shipment of Silks feiom Japan. — One would advise the cus>> 
tomer to instruct the bank to open a credit at its relative branch or agenta 
in Japan in favour of the exporter, available in the latter's sight, or 3 or 4 
months* sterling sight drafts on the customer in London (provided his position 
warranted this facility), and accompanied by full sets of bills of lading to 
order and indorsed in blank, insurance policy and relative invoice (in duplicate 
or triplicate) ; bills of lading to be marked ** Freight paid." 

It must be noted that the foregoing course will only be adopted where the 
position of the customer warrants it, otherwise deposit of the amount in cash 
or of adequate security would be demanded. If the amount of the credit is. 
paid in in cash together with the usual charges, say i to ^ %, the terms of the 
credit can be varied accordingly'. 

If the customer is buying in yen, it will be well to advise him to cover the 
exchange forward for the necessary period, so as to obviate loss under this? 
head, at the same time pointing out to him that ii he can put up the cash for 

18 
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the credit at onoe, he not only secures the exchange but avoids the rate margin 
involved in the forward purchase. . 

The Japanese exporter will thus be enabled to obtain pajnnent as soon as 
thQ goods are shipped. If the London importer cannot put up a sufficient 
margin in cash when the credit is opened, he mAy arrange for an advance from 
tile banker. This he will repay, or he will put the banker in funds to meet 
the bills when they are presented, from the proceeds of the sale of the goods 
when they arrive in this country. 

Qf Remit 1,000 rupeoajrom India to London, then buy DtUch Jlorina in London, 
remU them to Amsterdam, purchase marks there and send them to Berlin, then 
instruct the German correspondent to remit them by sterling draft to London, Bates 
of easfihange to be taken for conversion in each case are : — 

Bombay on London Is. 5Jrf. per rupee. 
- London on Amsterdam 11^. 40 c. per £1. 

Amsterdam on Berlin, Afl. 86 c. per 100 marks. 

Berlin on London 230 marks per £1. 
T?ie final, answer to be the amount of the sterling draft. 

It must be assumed that this is a banking transaction solely, i.e. not for 
account of a customer as the proceeds remain in sterling draft, and that the 
Bs. 1,000 is a nominal amount. 

? £ = 1,000 R. 
1 R. = 17.25 d. 
240 d. = 11.4 fl. 
4.85 fl. = 100 M, 
230 M. = 240 d. 
240 d, = £1, 
1000 X 17-25 X 11-4 X 100 X 240 

240 X 4-85 X 230 X 240 

= 2^0 = 73.454' 

388 . 
= £73 9s. Id. Answer. 

7. At the request bf a London exporter you purchase his bUl drawn on Buenos 
Aires, How would you obtain payfnent of the bill, and get the prgceedf back to 
London ? 

J^irst, it must be seen that the bill is actually drawn payable in the Oity 
of Buenos Aires itself, and that it is drawiji " Payable at the collecting, banker's 
selling rate of exchange for 90 days' sight drafts pn London on date of pay- 
ment,*' or ** Payable at the collecting banker's selling rate of e^hange for 
sight drafts on date of payment," the former clause being almost exclusively 
in vogue, and is adopted unless previous arrangements to the conti:$^ry hc^ve 
been made with the drawees by the drawer. 

The bill will then be sent to the branch or agents of the bank in Buenos 
Aires for collection in terms of the tenor of the bill, and proceeds received by 
Temittance of 90 d/s or sight draft on London accordingly, 

8. Qive brief descriptions of (a) a Revolving Credit, (6) a Traveller's Letter 
of Credit, (c) Circular Notes, (d) Documentary Credit. What_ precautions for 
ihe protection of the bank would you take before issuing any of these documents f 

(a) There are three form^ of REVOLViNa Credit, viz, : Qredits available 
{\\ in, drafts up tq a. certain amouijit outstanding at any one time, (^} W.to 
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a certain asmcrant at a^y one time in one draft, and (3) in drafts of not more 
tihan a -cectain amount at one time, but again available for further drafts of 
'thejeMune amount so soon as one has been drcEwn, the difEerenoe between (2) and 
(3) being that the drawer has to wait until the draft has been paid before 
drawing again inder (2), but as soon bm he has drawn one draft for, say, £500 
under .(8), he lOan draw again. 

.(d) A Tu^YmJiBM*B tarrrxB, .or Obsdit is virtually a letter issued "by a 
Jaank i» ito oorsespondente and agents abroad, enabling the holder to encash 
with them on demand his sight drafts on the issuing banker. It usually consists 
of 4»wo documents, however, the first ^being the *' Circular Letter " and the 
.other the so-oaltod *Mietter of Indication," which in addition to containing 
the details of the traveller's person and a specimen of his signature for purposes 
of identification, contains a list of the places and names o| agents where the 
Letter 'of Oedit may be utilised. 

(c) CrRCUiAB Notes are really a form of Traveller's Letter of Credit, differ- 
ing only therefrom in so far as the traveller receives from the issuing banker 
" Notes " which are cashed by the foreign correspondent in place, of the traveller's 
own demand drafts. 

(d) DocTjapan?AitY Credits are instructions to a bank abroad to negotiate 
^n -exporter's drafts on a home importer up to a certain amount, provided 

they are accompanied by full sets of shipping documents and negotiated within 
•a certain fixed period. They may be cancelled by the bank provided the 
.^>arties interested are advised. Both exporter and importer remain lii^ble in 
regard to the drafts negotiated. 

tn. the cases of Revolving and Documentary Credits the banker should 
act on the ** two-name " principle, assuring himself that both parties to the 
prospective bills are good for recurrencies, and moreover that the exporter 
is a trustworthy buyer in his line, or reliable manufacturer, as the case may 
be. Any doubt on these points should be remedied by a call for security. The 
terms of the credit should be such as ensure that the documents convey a 
'direct title in the relative goods to the bank, and as additional protection the 
usual Letter of Hypothecation should be obtained from the custiomer. 

In the case of Traveller's Letters of Credit, it is usual to ask for a deposit 
of cash to cover the whole of the amount involved, plus the bank's commission 
for the facility. This requirement is dispensed with only in the cases of other 
'banks or customers of the very highest standing, whilst generally speaking 
a Traveller's Letter of Credit should only be issued to parties of undoubted 
integrity. * If the T.L-C. is sent by post the Letter of Indication should lie sei^t 
first, the .'Circular Letter only following after the customer has (acknowledged 
receipt of the fotmer, and has stated in his letter that he has duly inserted 
his signature in the place provided. In any case the importance of carry- 
ing the Letter of Credit and the Letter of Indication separately, should be 
insisted upon. 

Circular Notes are rarely issued except against payment in cash or its 
4Bquivalent. 

9. Why is the American exchange unfavourable to London at the present time t 
What otight England to do to remedy it? 

The causes which have led to the present unfavourable sterling-dollar 
rate of exchange are : — 

j(l) America entered the War late, and her sacrifices both financial and 
economic were relatively small. 
(., {^ J2)i6 balai^ee of trade moved sevwely against this country owing to the 
.lood Aii4>wa^ i^aterial supi^d to us by the U.B.A.. , . u 
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(3) Our importB were not paid for by our ezportB, and our ** inviaUe ^ 

exports had almost ceased as our ships were used for war purposes. 
The fall in " invisibles " alone was in 1020 equivalent to about 60 
million pounds per annum. 

(4) Qold could not leave London, and even if the restrictions thereon had 

been removed, the amount would have been far too small. 

<5) Huge loans were floated in the U.S.A. by the Allies whieh were nego- 
tiated through London, and on these huge amounts of interest havet 
to be paid periodically. 

(6) Our currency became depreciated as the Treasury notes were not freely 
convertible into gold and they cannot be used to pay foreign Nationsw 

To remedy it, we should — 

(1) encourage exports to, and restrict imports from the VJ8.A,, and 

(2) place our own financial house in order, by — 

(a) discarding all highly protectionist import duties on manufactures^ 

which are amongst other evils the most prolific means of 
encouraging our competitors' exports to overseas at the expenaa 
of our own ; 

(b) curtailing Government and Municipal expenditure ; 

(c) relinquishing State control over what should be private enterprises ; 

(d) unceasingly working at the deflation of our currency. 

10. What is a Letter of Hypothecation, and in what connection ia it used f 

A Letter of Hypothecation is a document conveying to a banker full 
right and property in any goods at port of destination or elsewhere, in respect^ 
of which he may have given advances by way of negotiation of drafts relative^ 
thereto or otherwise. It also gives him authority to insure and store the good» 
in his own name, pay freights thereon, but to the debit of the customer, and 
in case of default to sell all or any part of the goods to satisfy his claims there- 
under. Should the amount so realised be insufficient to satisfy his claims,, 
he still has recourse against the parties to the Letter of Hypothecation^ 

Such Letters of Hypothecation are requisitioned by bankers from parties 
whose documentary bills they purchase, and in many cases from customers 
whose Bills for Collection they hold, where they have made advances on current 
account or otherwise for which the Bills for Collection are taken as security. 

11. The exchange quotation between London and Hong Kong ia 29, 5d, T.T", 
The exchange quotation between London and Shanghai is 3«. 6d, T.T, Esepktin- 
the meaning of iheae rates, and state what effect, if any, a rise orfaXk in the London, 
price of bar silver wiU have on them. 

An exchange quotation between London and Hong Kong of 2s. 5d. T.T. 
means that the Hong Kong dollar is worth 2s. 5d. ; and of 3s. 6d. T.T. between 
London and Shanghai, that the " tael '* in Shanghai has a value of Ss. 6d. 
Both rates apply to Telegraphic Transfers only, i.e. the rate for making 
remittances to the respective places by cable from one bank to another. 

The Hong Kong dollar and the Shanghai tael are both silver units, and 
there are therefore no Mint Pars of Exchange between London and these two 
places. For exchange purposes with this country the value of the Hong Kong 
dollar and the Shanghai tael referred to depends on the gold price of silver in 
the London market. They are worth only what they will fetch as silver bullion. 
The T.T. rates quoted are based on the cost of bujning silver in London or other 
centre and remitting it for payment to the silver countries concerned. They 
therefore vary with every change in the market price of bar silver, and are also 
influenced by the cost of moving silver from one oentre to another. 
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Abbbbtiations uskd im Exohanoe and BANsmo 



A. 


Anna (Indian coinage) 


B.O. 


Branch office ; Buyer's 


@ 


At ; f or ; to ; from 




option 


A/C 


Account Current 


Bonaflde 


In good faith 


41/0 or aeet Account 


Bot 


Bought 


Aoc 


Acceptance, accepted 


B/P 


BiU Payable 


Aoot 


Accountant 


B.F.B. 


Bank Post BiU 


Aokgt 


Acknowledgment 


B/E 


BiU Receivable 


A.D. 


Anno Domini 


Brit 


British 




(In the year of our Lord) 


B.8. 


Balance Sheet 


«.d.ora/« 


Afterdate 


B/8 


BUI of Sale 


JLdT. 


Advice 






Ad vtL 


Ad valorem 


Oh 


Currency ; coupon 


Agt 


Agent or against 


0. 


Cent ; cents ; centime ; 


Amt 


Amoimt 




centavo; copeck 


JkOM. 


Anfiwer 


C/A 


Capital Account 


A/0 


Account of 


C.A. 


Chartered Accountant 


A/or 


And, or 


Cap. 


Capital ; Capitulum 


JLP. 


it protester (to be protested 




(Chapter) 




—bills) 


Caih. 


Cashier 


Approi. 


Appro jdmate 


C.B. 


Cash Book 


A/S 


Account Sales 


CLandD. 


CoUection and DeUvery 


«/• 


At sight, after sight 


w 


Carried down 


«!. 


Annas 


Cd. 


Cum dividend© (with divi- 


At. 


Average 




dend) 


At. or ATOir. Avoirdupoia 


C. and F. 


Cost and Freight 


A/T 


Ad valorem 


Cent. 


Centum (100); Centime: 




(according to value) 




Centigrade ; Centavo 






Oert. 


Certificate 


3aL 


Balance 


C/f 


Carried forward 


B.B. 


Bill Book 


Certlny. 


Certified Invoice 


3.C. 


Bills for Collection 


C.H. 


Custom House ; Clearing 


3/D 


Bank Draft; BiU Dis- 




House 




counted 


Ch. 


Chapter 


B.Dt. 


Bill Discounted 


Ch. f wd. 


Charges forward 


B/B 


Bill of £^xch€uige 


Chq. 


Cheque 


B.ofE. 


Bank of England 


CLP. 


Cost, Insurance and Freight 


B/f 


Brought forward 


Cznl. 


Commercial 


Bk. 


Bank; Book 


C/N 


Credit Note; Consignment 


Bkg. 


Banking 




Note ; Circular Note 


Bkpt. 


Bankrupt 


Co. 


Company ; County 


B/L 


BUI of Lading 


CO. 


Compte ouvert (open 


JI.H. 


Bank Note 




account) 
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C/0 


Cash Order (banking) 


Eng. 


England 


€/0 


Care of ; carried over 


Eq. 


Equivalent 


ao.D. 


Cash on Delivery 


Ex. 


Exchange 


Com. 


Commercial ; Commission 


Ezoh. 


Exchange; Exchequer 


Con. 


Contra (against) 


Ezcp. 


Ex coupon 


Oni. cr. 


Contra credit 


Ex diy. 


Without dividend 


GoiLiny. 


Consular invoice 


Ex In. 


Without Xnterefift 


Cont 


Contract; Continent 


Exn. . 


Ex new (without the righ^ 


Contra 


Against 




to new shares) 


Coy. 


Company 


Exs. 


Expenses 


C/P 


Charter Party ; Custom of 




. / 




Ports ^ 


tfc. 


Franc 


Cr. 


Credit; Creditor 


Pes. (fa.). 


Francs 


ct 


Cent ; credit ; current 


Fig. 


Figure 


Ctf. 


Cente 


n. 


Flbrin(8)f' 


Camd/- 


(or diy.) With dividend 


Po; PoL 


FoKo 


Cnrt. 


Current 


P.O.B 


Free on board • '» ' '■ 


CW.O. 


Cash with order 


Por. 


Foreign 


Cwt. 


Hundredweight 


f.p. 


Fully paid 


Cy. 


Currency 


P.P. 


Fire Policy 






Ft. 


French; Frana 


D. 


Denarii (pence) ; 500 


Prt 


Freight 


D/A 


Days after Acceptance ; 


«• 


gramme 




Docimients Against Ac- 


O.B. 


Great Brit«n' ., . . . 




ceptance; Deposit 


Gk)y. ; Ctoyt... Government 




Account 


gr. 


grain ; gross 


D.B. 


Day Book 


grs. 


grains; gyoe» 


Die 


Deviation Clause 


Os. 


Guineas 


D/D 


Demand Draft 






d/d 


Days after date; Distys' 


H.1LC. 


His Majesty's Customs 




date 


H.M.S. 


His {or Her) Majesty's 


Deb. 


Debenture 




Stervice 


l>0pt. 


Department 


H.O. 


HeadOflace 


Dft 


Draft 




/ 


Dis.. 


Discount 


LB. 


Invoice Book. 


my. 


Dividend ; Division 


ler 


First (French^ premier} 


D/N 


Debit Note 


m 


Indorsement Intgijlar 


D/0 


Delivery Order 


Insce. 


Insurance 


Dols. 


Dollars 


Inst 


Instant 


D/P 


Documents against Pay- 


Int 


Interest 




ment 


In trans. 


In transitu (in..tran8it> . 


Dr. 


Debtor ; Drawer 


Iny. 


Invoice 


D/E 


Deposit Receipt (banking) 


ion 


I owe you- 


d/i 


Days' sight 


Iss. 


Issue 


D/W 


Dock Warrant 






Dwt. 


Pennyweight 
> DeUvery 


WA 


Joint Account 


Dy.. D/y 
Doly. 


Kg. 


Kilogramme 


Slo ; Eilog. Kilogramme 


E., and. O.E. Errors and Omissions Ex* 


Kilos. 
Kr. 


Kilogrammes 

Kreutser (ooih) ; Krone; 




ceptea 




Krona ; KroneOi 


6.d. 


Ex Dividend 






E.E. 


Errors Excepted 


L 


Lira, or lire 


VI 


Endorsement Irregular 


£ 


Pound(s) Sterling' 
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4E. Bound(e) Egyptian 

*T. Po\md(s) Turkish. 

I^A Letter of Authority 

I^C Letter of Credit ; London 

Cheque 
Ld. Limited 

Ldg., and dely. Landing and delivery 
Led. Ledger 

Li Lira, Lire 

L.LP. Life LiBtirance Policy 

£. f. d. Librse, solidi» denarii 

(pounds, shillings, pence) 
Ltd* Limited 

M. Thousand, Monsieur 

-/m. Thousand (as 20/m) 

m. metre ; mark(s) 

H/a My account 

H/C Marginal Credit 

M.D. Memorandum of Deposit 

m/d Months' date (i.e. Months 

after date) 

Md86. Merchandise 

Mem. ; Memo Memorandum 

Mil. Milreis 

Min. B/L Minimum Bill of Lading 

M.LP. Marine Insurance Policy 

Mks. Marks (coin) 

M.O. Money Order 

M.0.0. Money Order Office 

Mo. Month 

Moe. Months 

M/B Mate's receipt 

m/s Months sight (i.e. months 

after sight) 

N/A No advice (banking) ; New 
Account (Stock Ex- 
change) 

N.A. Non-acceptance 

N/E No Effects 

N/F No funds 

N/m No mark 

N/N No Noting 

N/0 No Orders (banking) 

No. Number 

Nom. Nominal 

Nom. Cap. Nominal Capital 

N.P. Notary Public 

n/p Net proceeds 

Nos. Numbers 

N.R. No risk (insurance) 

N/S Not sufficient (banking) 

N.S. i^ew Style ; New Series 



% per cent. 

%o permille 

0/a On account of 

Oe. B/L Ocean Bill of Lading 

0/d On demand 

0/D Overdraft 

O.P. Open Policy (insurance) 

O.S. OldstylJB 

Oa. Ounce 

P/A Power of Attorney ; '[ 

P./A Private Account (book- 

keeping) 

P. and L. Profit and Loss 

P/C Price Current; Petty 

Caah 

p.C. Per Gent. 

P.C.B. Petty Cashbook 

Pd. Paid 

Per ann. Per annum, by the year 

Per cent. Per centum- (by thQ hun- 
dred) 

Per contra On the other side 

Per pro Per procurationem (on 
behalf of) 

pf. pfennig (German coin) or 

pfennige (plural) 

Per Mille each thousand 

Pm. Premium 

P/N Promissory Note 

P.O. Post Office ; Postal Order 

P.O.D. Pay on Delivery 

P.0.0. Post Office Order 

p.p. Per procuration 

Pref. Preference or preferred 

p.pro Per procuration 

Pro forma As a matter of form 

Pro tem. Pro tempore ; for the time 
being 

Pros. Proximo ; of the next 

month 

Pta ; psta Peseta (Spanish coin) 

P.X. Please exchange 

ay. query 

R. Rupees ; Rouble 

R/D Refer to Drawer (banking) 

Re. Rupee 

reg. ; regd. Registered 

Ro. Rouble(s) 

R,P, R4ponae payie (reply paid) 

Rs. Rupees 

Rz. Ten rupees 
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t 


Dollars 


T/a. 


Tale quale; id qitel (ex- 


M. 


Shilling; sou 




change) 


a/o 


aon compie (his or her 
account) 


T.T. 


Telegraphic transfer 


Sh. 


Share; ahilHng 


U.K. 




SUvt 


Shipment 


int 


Ultimo (of the last month) 


Oi. 


Share 






«/H 


Shipping Note 


vu 


By way of 


8or. 


Sovereign 


Vol 


Volume 


Son. 


Sovereigns 


T.y. 


Vice versa 


St. 


Supra Protest 

Sterling 

Standard 


Wt.wgt 


Weight 


8td. 


W/W 


Warehouse Warrant 


itf^Ste. 


Sterling 


Z.C 


Ex coupon 






Z.CL 


Ex dividend 


T. 


Tons; Tare 


z.in. 


Ex interest 


tu. 


Thaler (Gernian coin) 


z.new 


Ex new shares 


Thro' B/L Through Bill of Lading 






T.1L0. 


Telegraph Money Order 


ft 


And 


T.O. 


Telegraph Office 


See. 


And the rest, and so on 


Itonn. 


Tonnage 


# 


Number(ed) 
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ACCZFTANCS OF ▲ BILL, 22. 
AOOBFTINO HOUSES, 13, 14, 69. 
AoqOMMODATION BiLLS, 27. 

Addition of dbcimals, 132. 

AasNCV TRiUrsAonoNS, in foreign ex- 
changes, 195, 210, 222. 

Allied Exchanges, the War and, 125 

Allonge, 22. 

AMBiticAN Exchange, see New York 
exchange, 

Abbitragb operations, 9, 71, 193, 
216. 

Abbitbatbd Bates, calculation of, 
193, 225. 

Arbitrations of exchange, 193. 

Argentine, currency, 168. 

Argentino, 158. 

Australia, coinage, 151, 154 ; ex- 
change, 31, 58, 154, 246. 

Austria, currency, 156 ; exchange, 
53, 178 ; Mint Par calculation, 
171 ; Mint regulations, 166. 

Balance of Indebtedness, 64. 

Balance of trade, 63. 

Bank bills, 6, 20, 25, 38, 54. 

Bank Charter Act, 1844, 92. 

JBank Note issues, in Britain, 91. 

Bank Post Bills, 23. 

Bank of England, constitution of, 
91 ; demands on, 94 ; gold sup- 
plies and, 36, 94 ; Notes, 91, 92, 
117, 153; price of gold and, 92, 
151 ; relation to Money Market of, 
90 et sqq, ; the bankers' bank, 93. 

Bank Bate, Deposit rate and, 97 ; 
effect of changes in, 98 ; ^w of 
gold and, 99 ; Great War and, 
100 ; Money Market and, 96. 

Bank Beturn, 92. 

Bank Beserve, 93. 

Bank of France, gold exports and, 
35. 

Bankers' call rate, 97. 

Bankers' deposit rate, 97. 

Bankers' drafts, 38. 

Banking and Foreign Exchange, 
3-6,- 16, 78. 

Banking investment demand for 
bills, 72, 78. 



security 
of, 4. 



denumd 
38, 60; 



Banking operations, 68, 213. 
Barter, 10. 

Belgixtm, currency of, 156; ex- 
change of, 56, 178. 
Better the bill, the lower the rate, 43, 

178, 203. 
Bill Brokers, 3, 6 ; effect of Bank 

Bate on, 99. 
Bill of Exchange, acceptance of, 22 ; 
Accommodation, 27 ; date of pay- 
ment of, 23 ; definition of, and 
essentials of, 17, 18 ; dishonour of, 
26; D/A and D/P, 21, 26; in a 
set, 27 ; indorsement of, 22 ; 
inland and foreign, 18 ; interest 
oh, 28 ; parties to, 21 ; 
of, 22 ; various forms 
18-20, 26 ; use of, 4, 9. 

Bill of Lading, 25. 

Bills, better class, 42, 47 ; 
for and supply of, 7, 30, 
London, 13, 14 ; prices of, 30, 38, 
41-45 ; utility of, 9. Maxims for 
dealing in, 41 et aqq, ; stamp 
duties on, 23, 194, 222. 

Blank credits, 69. 

Board of Trade Beturns, 13, 63, 64. 

Bonds as remittances, 6, 

Brazil, currency of, 158. 

Britain draws few bills, 11, 255. 

British balance of trade, 64. 

British banking system, 15. 

British currency system, 14, 104, 
151. 

British exchanges, the War and, 74, 
124. 

British merchants and exchanges, 
11, 13. 

Brokerage on operations, 194, 222. 

Brokers' deposit rate, 97. 

Buenos Aires Exchange, 245, 258. 

Buy high, sell low, 42, 206, 214. 

Cable remittances, 8, 46, 54, 193. 

Calculation of interest, 146. 

Calcutjltion of Mint Pars, 165. 

Call rate, 97. 

Canada, currency of, 154. 

Capital payments, the exchanges. 
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Case of vised, 27. 

Cash (Chinese coin), 114, 158. 

Certificatb of Obiqin, 25. 

CEYix>Ny currency of, 154. 

Chain IIui.b, 164. 

Chscks to prices of bills, 38. 

Cheqxte, 25, 54, 252. 

Cheque bates, 46. 

Chile, currency of, 158. 

China, currency of» 158 ; exchA&^e, 

113, 243. 
CmcuiTous Abbitba^tions, 234, 240. 
Circular Letters of Cjredi*, 71. 
CnicuLAR Notes, 68, 71, 259. 
'CtEAN bills, 26. 
CpiNSi of principal countries of the 

world, 156-158. 
Colonial quotations^ 58. 
Commercial bills (fr paper, 19, 25. 
Commission and brokerage, 64, 194, 

222. 
Comparison of rates at *wo cen- 
tres, 202, 213, 247, 
Compound arbitbated rates, 193, 

234. 
Confirmed credits, 70. 
Consular Invoice, 25. 
Continental deaTand for bills, 39, 

78, et aqq. 
Continental exchanges, 39, 122. 
Contracted Methods, 129 e< 3qq. 
Conversion of decimals to £ s. d., 

145. 
Convertible Paper, 116. 

CbRRECTION OF U.S.A. filtCHANGE, 

'126,259. ' 

Council Bills, UU 112, 244. 
Coupons, as remittances, 6. 
Course of Exchange Table, 8, 

47, 48, 53. 
Credit conditions, 76, 118. 
Credit instruments, 3, 7, 94. 
Credits and the exchanges', 68, 

126, 258. 
Crobe, 154, 253. 
Cross exchanges, 194. 
Currency, changes, 73 ; demand for, 

94 ; prices and, 75, 117. 
Currencies, of principal cout^tries of 

, the world, 155-158. 

Datjh of payment, of bills, 23. 
Days of grace, 23. 
Decimalisation of money, 142. 
Deferred Councils, 112. 
Demand Drafts, 20, 25. 
Demands for currency, 94, 118. 
Deposit rate, 97. 
Depreciated exchanges, 46, 74, 77, 

IIQ etsqq,, 245. 
Depreciated paper, 116 et aqq. 



Determination of best rates fok 
exchanges, 205, 226. 

DeTBBMINATION of DIFFERENCES IN 

remitting, &c., 211, 228. 

Direct drafts, exchanges and re- 
mittances, 191, 192 et aqq. 

Direction of Trade, the exchanges 
and, 65. 

Discount Houses, 5. 

Discount Rates and the exchanges,. 
73, 79, 84. 

Dishonour of bills, 26. 

Dividend and IItterest' Payments,. 
68. • 

Dividend WARRAiiTS, as remittances, 6. 

Division ; abbreviated method of,. 
1^ : Italian; 130 ^ of decimals^ 
136 ; Method of Prediction in, 138. 

t)OCUMENTARY BiLLS, 26. 

Documentary Credits, <J9, 269. 
Documents against' Acceptance, 21,. 

26. 
Documents against Paymbn!^, 21, 26. 
Domiciled Bill, 22. 
Dollar Sterling ExciOANGE, 63, 264.. 
Dominion Quotations, 58. 

Egypt, currency of, 164. 

]^QUIVALENT RATES, 218, 223. 

EtdUm boiteux, 155, 157. < 

European exchange MOVBiartrrs, 39,, 
71, &c. 

Europe's indebtedi^ss to U.S.A., 
121. 

Exchange, definition, 3 ; Operations,. 
193; Par of, 31 {see cOao Mint 
Par); Rates, aee Rates of Ex- 
change; Tables, 160. 

Exchanges, 159 el aqq. ; at premium 
or dii^ount, 45 ; depreciated, 46,. 
116 et aqq. ; direction of trade,, 
and the, 66 ; discount rates and 
the, 79, 84 ; favourable and 
imfavourable, 33, 41 ; fluctuation 
in the, 31 et aqq, ; ** improve- 
ment ** in the, 45 ; in 1920, 120 ;. 
inconvertible paper and the, 118 
et aqq. ; influences on the, 60 e^ 
aqq. ; movements by steps in 
the, 178 ; premium on' gold and,. 
36, 118; utility of, 9. 

Favourable and unfavourable 
rates of exchange, 33, 41, 
109, 255. 

Finance Bills, 27. 

Financing Shipments, 13, 68, 257. 

Fineness, 167. 

First-class paper, 38. 

Fluctuations in the exchanges, 
31, 66, 105. 
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FOBfeio^ BiiJiS, 19, 20, 24. 

FoxsiiQJH EXCHANOB, fluctuations in, 
SI, 65, 105 ; how it ctrises 
and, 1 ; meaning of term, 7, 9 ; 
mcurkets, 8; quotations, 8, 48 
jBi'sqq^,; Table, 8, 49, Si," utility 
of, 9. 

FOBEIGK MERCHANTS AND THE EX- 
CHANGES, 12. 

Foreign Mint Pars; 172. 

F0RBION trade and THE EXCHANGES, 

61 et sqq,, 65. 
Forms of remittance, 6, 46. 
Forward exchange, 87. 
France, .currency of, 155 ; exchange, 

62, 57, 178, 248, 254, 256 ;. Mint 

Par calculeited, 35, 168 ; Mint 
' ^guTatibnfi, 166 ; specie points, 

173. 

Germany, currency of, 156 ; ex- 
change, 52, 178 ; Mint Par calcu- 
lated, 170 ; Mint regulations, 166 ; 
Specie points,. 174. 

GoiiD, as medium of exchange, 2, 
'9; basis of exchange, 10, 174; 
basis of paper issues, 74 ; draw- 
backs to the use of, 3 ; how 
obtained from London, 95 ; market 
price of, 36, 37 ; par of, with 
i silver, 110; Points, 31-35, 41, 61, 
173, 256 ; effect of War on, 35, 
' 174 ; Reserve of a nation, 41 ; 
premium on,, and- the exchanges, 
36, 118, 189; restrictions on 
movements of, 35, 99, 174 ; trans- 
mission of, 3, 31, 34, 173, 192 ; 
withdrawals from the Bonk of, 
36,95. 

Gold standard in Britain, 14. 

Government borrowings and the 
Money. Market, 91, 101. 

Government of' India, the exchange 
and the, 109 et aeq. 

Grain Shipments, the exchanges 
and, 27, 62. 

Great Britain, currency of, 14, 104, 
151 ; Mint regulations, 166. 

GiBLEBCB, currency of, 155. 

High rates are for «*, 41, 173, 266. 

Holland, currency of, 156 ; Mint 
' Par calculated, 170; Mint regu- 
lations, 166. 

Hong Kong Exchange, 102 et.sqq, 

Hungary, ciurenoy of, 156. 

Hypothetical Par oj* Exchange, 31, 
256. 

Ideal Par of Exchange, 31. 
Import Point, 34. 



*' iMPROViiMBNT " in exchanges,. 45; 

Inconvertible Paper, and the ex- 
cheiiges, 36, 74, 75, 117, 189.. 

India, balance of . trade of, 110 ; 
bills on, 113;. currency of, 154,. 
244, 246 ; exchanges, 102, '• 109 
et sqq., 244,. 253,. 258 ; Exchange 
of, and the Wax, .113.; Govern- 
ment of, and the exchange, 111 
et sqq. 

Indirect Exchange, operations, 193,,. 
194, 222 ; .remittances and drafts,. 
192, 221, 232. 

Indorsement, of a bill, 22; San»~ 
Recnurs, 22. 

Inflation and the exchanges, 75,. 
116 e^ sqq. 

Insurances, and the sxchanges, 63. 

Interest, on a •bill, 28, 78 ; on> 
loans and the ex<^ange6, 64 ; in 
. exchange operations, 194. 

Interest Calculations, 146. 

International Commerce, 1, 9, 64.^ 

International Debts, settlement of^ 
2, 5, 10 ; sources of, 30, 60.. - 

International Speculation, 67. 

Investment Demand for Bills ^, 
Z9, 72, IS et sqq. 

Investment, and the exchanges, 66. 

Invisible exports,; 13, 63, 124, 126. 

Invoice, 25. 

Issue of letters Gf credit, SB- 
Issue of loans, 67. 

Italy, currency of, 16s5 : exchanges,. 
52, 57, 178, 247. 

Japan, currency of, 169 ; exchanges,. 
257. ' 

Lac or Laxh, 154, 253. ~ 

Latin Union, 32, 56, 155 ; Mint 

regulations, 166. 
Legal tenders in Britain, 92,^ 

105, 153. 
Letter of hypothecation, 260. 
Letters of credit, 2, 13, 68. 
Li (Chinese coin), 114, 158. 

LlMTTBD RATES, 213, &0. 

Limping Standard,. 155.. 

Lisbon exchange, 178. 

Loans, the exchanges and, 63, 67. 

London, Bill market, 8 ; Course or 
Exchange Table, 8^ 47, 48; 
Europe's debts and, 122; draws 
few bills, 11, 255; quotations for 
bills on, 8, 9, 47, 48, 50 ; a free 
gold market, 14, 85 ; pre-emi- 
nence of, 13, 63 ; effect of war 
on position of, 15 ; the world's 
settling place, 13 ; Money Marked 
see Money Market. 
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London Bills, an international cur- 
rency» 13 ; continental demand for, 
39, 72, 78 : why preferred, 80. 

Long Bills, 19, 20, 25, 197. 

Long Rates, 46, 54 ; calculation of, 
176, 248 ; at two centres, 180. 

JiOBD King's Law, 37. 

Lost Bill, 252. 

Marginal Letters or Credit, 70. 
Marine Insurance Policy, 26. 
Market Money, 91, 97. 
Market Price of Bills, 38. 
Market Bate or Discount, 47, 79, 

97. 
.Maxims roR dealing in Bills, 

41 et aqq. 
Mercantile Services, 2, 63. 

IMeTHODS or PAYING DEBTS, 191. 
3IETHODS OF PREDICTION, 135-138. 

Mexican Dollar, 103, 158 ; in 
China, 114. 

Mexico, currency of, 158 ; exchange, 
33, 115. 

!3IiNT Par or Exchange, basis of 
rates of exchange, 33 ; calcu- 
lation of, 165 ; chief pars, 32 ; 
definition of, 32, 33-35, 253, 
256 ; foreign, 172 ; premium on 
gold and, 36 ; silver currencies 
and, 33, 102. 

jMint Price or Gold, 36, 151 ; 
unfavourable exchanges and, 37. 

Mint Regulations of cSiief countries, 
32, 166. 

MOHUR, 109. 

Money at Call, 90, 97. 

Money Market, 90 ; Bank Rate 

and, 96 ; Post-war position of, 100. 
Monetary Systems and Units of 

the World, 151, 152. 
3IULTIPLICATION, abbreviated method 

of, 129 ; of decimals 133 ; method 

of prediction in, 135. 

"Napoleon (coin), 166. 

Negotiable Instruments, 4. 

Netherlands, currency of, 156 ; Mint 
Par calctdated, 170; Mint regu- 
lations, 166. 

Neutral exchanges, the War and 
the, 124. 

^Ew Silver Nickel Currency, 105, 
153. 

New York, world's settling pUce, 15. 

New York, exchange, 16, 37, 62, 
62, 76, 252, 259; Great War 
and, 35, 37, 125, 257, 259 ; price 
of gold and, 37 ; quotations, 57, 

« 252 ; remedies applied to correct, 
127, 259. 



New York European rate, 63, 254. 
New Zealand, currency of, 154 ; 

exchange, 58. 
Noting a bill, 26. 

One country only need draw btUs, 11. 
Option dealings in exchange, 88. 

Paper currencies, 116 et eqq. 

Par or exchange, see Mint Par. 

Par with S^ver currencies, 33, 
102 et eqq. 

Paris course or exchange, 66. 

Payments or dividends, interest and 
capital and the exchanges, 68. 

Pittman Act, 108. 

Poland, exchange, 53. 

Portugal, currency of, 157 ; Mint 
regulations, 167. 

Postage on exchange operations, 
222. 

Pound sterling, 16, 120 et eqq. 

Premium and discount, 45, 56, 59. 

Premixtm on gold, the exchanges 
and, 36, 118. 

Prices or commodities, the ex- 
changes and, 75, 117. 

PRonr ON BILLS, how derived, 78. 

Protest or bills, 26. 

Quotations or rates, 8, 48 et eqq,^ 251. 

Rates or exchange, definition of, 9, 
30, 33; abroad, 47, 51, 55; 
classes of, 52 ; favourable and un- 
favourable, 41 ; in London, 48, 50, 
251. 

Rebate, 26. 

Reichsbank, gold exports and the, 35. 

Remedies applied to U.S.A. ex- 
change, 126, 259. 

Remittancb or securities, 6. 

*' Remittances " from London, 206 et 
aqq., 226. 

Repayments or capital, the ex- 
changes and, 68. 

Restrictions on gold movements* 
35, 36. 

Return on invrstbients in bills, 7& 

" Returns " to London, 205 et eqq. 

Reverse Councils, 111. 

Revolving cbbdits, 70, 258. 

Royal Exchange Bill Market, 8, 60. 

Rules roR dealing in. bills, 43. 

Rupee, circulation of, 110 et aqq,i 
currency, 154, 244, 253 ; exchange, 
33; 102, 109, 244, 246, 253, 268; 
par, 108, 109. 

Russia, currency, 157 ; exchange, 75. 

Sana Recoura, 22. 



Digitized by 



Google 



OF FOREIGN EXCHANGE 



26d' 



Scandinavia, Mint "Phr calculated, 
171 ; Mint regulations, 167. 

Scandinavian Union, 32, 156. 

scbif cbbtifioates as bemtttancics, 6. 

Secubitibs fob bbmittances, 6, 66, 
192. 

Shanghai, exchange, 11^ 245, 247, 
260. 

Shoes (of silver), 114. 

Shobt Buxs, 25, 196. 

Shobt Loan Fund, 97. 

Shobt Bates, 46 ; calculation of, 182, 

Sight Rates, 46. 

SiLVEB coinage in Britain, 104, 153 ; 
currencies, 102, 108 ; exchanges, 
105, 178; fluctuations in, 107; 
movements in, 105, 114; specie 
points of, 106; trade and, 107. 

Simple Abbitbated bates, 193, 221. 

Sola cheque, 252. 

South Afbica, coinage of, 154 ; 
exchange quotations, 58. 

Spain, currency of, 156 ; exchange, 
54, 178 ; Mint Par calculated, 171. 

Special Councils, 112. 

Specie points, 31-35, 41, 61, 173, 
256 ; eiSect of war on, 35, 174 ; 
calculated, 173. 

Speculation and the exchanges, 67, 
74. 

Stamp Duties on Bills, 23, 194, 222. 

Steblinq, 15, 16, 120. 

Stock Exchange Tbansactions, 66. 

SuBTBAcnoN of decimals, 132. 

SwiTZEBLAND, Currency of, 155 ; ex- 
change, 56, 178. 

Syoee, 114. 

Tables of equivalent bates, 223. 
Tael, 114, 158, 245. 



Telegbaphic Tbanspebs, 8, 46, 244, 

252 ; on India, HI, 112. 
Tel Quel Rates, 184 et aqq., 249. 
Tenob, of Bills, 23. 
Tebminology of the Exchanges,, 

45. 
Thibd, Tenth and Tenth Rule, 148. 
Token Coins, 104, 153. 
Tbade Bills, 6, 19, 20, 25. 
Tbade, effects of exchanges on, 61 ^r 

sqq., 65 ; inconvertible paper sm^ 

118; position of, in 1920, 65, 120;. 

really barter, 10. 
Tbansfeb of claims, creditors to* 

debtors, 9. 
Tbavelleb^s Letteb of Credit, 259. 
Tbeasuby Bills, 101. 
Tbeasuby Note Issues, 75, 76, 116,. 

124, 153. 
Tbust Receipt, 26. 
Tubkey, currency of, 157. 

United States, currency of, 157 ; 
exchange, see New York ; Mint - 
Par calculated, 169 ; Mint regu- 
lations, 166 ; Specie points, 174 ;. 
Trade and exchanges in 1920, 64,. 
122. 

Usance, 22. 

Wab, allied exchanges and the, 125 ; 
Bank of England and the, 100 ;. 
Britain's balance of trade and the, 
9, 64 ; European exchcuiges and the». 
74, 119 et sqq, ; gold movements, 
and the, 9, 35 ; Indian exchange^ 
and the, 113, 253 ; neutral ex- 
changes and the, 124 ; New York, 
exchanges, 125, 259. 

Wab Indemnities, 68, 257. 
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